CA20N Publoatons 
3 eh locations 


3 1761 12060870 8 


ILODOUAVUAUAC 


INVESTING IN PEOPLE 


Creating a Human Capital Society for Ontario 
PANEL ON THE ROLE OF GOVERNMENT 


Digitized by the Internet Archive 
in 2024 with funding from 
University of Toronto 


https://archive.org/details/31/61120608708 


FACULTY OF LAW 


UNIVERSITY OF TORONTO Tel: (416) 978-3718 
78 Queen’s Park Fax: (416) 971-3026 
THE DEAN Toronto, Canada MSS 2C5 E-mail-ron.daniels@utoronto.ca 
February 24, 2004 


Premier Dalton McGuinty 
Office of the Premier 
Legislative Building 
Queen's Park 

Toronto Ontario 

M7A 1A1 


Dear Premier: 


I am writing to you in my capacity as Chair of the Panel on the Role of 
Government. On behalf of the Panel, I am pleased to submit to you our final report: 
“Investing in People: Creating a Human Capital Society for Ontario”. 


As you know, the Panel was established in January, 2002. The mandate of the 
Panel was extremely broad. We were invited to examine the future role of government in 
the context of promoting economic growth, strong communities, fiscal responsibility and 
accountability. 


We were specifically invited to address the following issues: 


e the role of the state 
the nature of its role in making policy, regulations, setting standards, 
monitoring and reporting to safeguard the public interest 
e its appropriate lines of responsibility: what and how it should start doing, 
stop doing, or keep doing either on its own or in partnership with others 
e value of the Public Service 
general principles for any non-tax revenue generation by government 
opportunities for citizen engagement. 


Initially, the Panel was invited to provide its report to the Premier by July, 2003. 
However, our work was suspended for several months during the period April, 2002 to 
September, 2002 during the transition to a new Premier, and this necessitated a six month 
extension of our mandate. 
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Once our mandate was confirmed in September 2002, the Panel, in association 
with our Research Director, Professor Michael Trebilcock, commissioned a broad range 
of research studies on certain aspects of the future role of government. Assisted by a 
Research Advisory Committee composed of leading national and international scholars of 
government, the Panel commissioned 50 different studies by distinguished experts in four 
key thematic areas: 


responsive government, responsible citizens, 
education, 

internationally competitive business environment, and 
healthy communities. 


It should be noted that the individual researchers enlisted by the Panel represent a 
number of different intellectual and philosophical perspectives on the appropriate role of 
government in modern society. It is our view that this diversity of perspectives 
contributed to the richness of our deliberations and, ultimately, to the quality of our 
report. 


The research studies commissioned by the Panel were subjected to extensive and 
intense review and criticism by Panel members and by our research staff during a series 
_of workshops held during the summer of 2003. Following the research workshops, our 
commissioned researchers were invited to revise their studies to take account of concerns 
and perspectives raised, and to submit final drafts to the Panel for consideration. Copies 
of these reports have been posted on our website http://www.law- 


lib.utoronto.ca/investing/index.htm. 


On the basis of the commissioned research, the Panel decided to organize its 
recommendations regarding the future role of government around the theme of promoting 
a human capital society. In particular, the Panel decided to frame its core 
recommendations around priorities in education, cities, and civic engagement. We were 
informed that the priorities contemplated by our report entail an additional annual public 
expenditure of $2.7 billion. 


We also explored a series of initiatives focused on reforming the tax system, re- 
allocating existing government expenditures and improving the provision of government 
services. In the Report we discuss how these initiatives enable the expenditures on the 
new priority areas to be implemented, over time, in a fiscally prudent manner. 
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In arriving at our final recommendations, the Panel benefited greatly from a 
comprehensive synthesis by our research staff of the myriad research studies that we 
commissioned. Panel members debated vigorously amongst themselves and with staff 


respecting desired reforms. The staff study is posted on our web site, and is available for 
public review. 


In offering our report to you, I wish to acknowledge the dedication and public 
spiritedness of each of our Panel members. Each member brought a unique and 
important perspective to our deliberations. Despite their volunteer status, and the onerous 
and sustained set of demands that were placed on their time and energies over the last two 
years, they each served the Province with enthusiasm, distinction and good cheer. 


I would also like to note that the Panel benefited from the contributions of Rita 
Burak (Chair of Hydro One) and Richard Dicerni (the Acting President of Ontario Power 
Generation). Ms. Burak and Mr. Dicerni were originally appointed to the Panel but were, 
unfortunately, unable to remain on the Panel during its final deliberations given the 
extension of our mandate and the press of other public responsibilities that they were 
required to fulfil. 


I also wish to acknowledge and thank the Panel’s Research Director, Professor 
Michael Trebilcock, and his research staff, particularly Professor Andrew Green and Mr. 
Roy Hrab, for the extraordinary efforts they made on our behalf. Our task in discharging 
such a broad-ranging mandate was greatly assisted by their diligence and energy. We are 
in their debt. 


Let me close by indicating the total cost of this report and its underlying research. 
Over the past two years, against a committed budget of $1.8 million, we spent $1.5 
million on the fifty commissioned research studies and on research staff support. 
Ultimately, the determination of whether these expenditures are justified by the corpus of 
work that we are submitting to your government is a matter that is best remitted to the 
citizens of Ontario, to whom this report is dedicated. 


Yours truly, 


) O 


Ronald J. Daniels 
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PREFACE 


The Ontario Government appointed the Panel on the Role of Government in 
Ontario (the “Panel”) in January, 2002, to examine emerging challenges likely to 
confront the province of Ontario over the next 10 to 15 years and to propose broad 


policy directions or priorities that would enable Government to be responsive to these 
challenges. 


At the commencement of our mandate, we consulted widely in the policy 
community in Ontario and beyond in order to define the thematic focus for our work 
and to develop a strategic plan. In the light of the advice received, we commissioned 50 
background research papers from leading scholars and analysts in Ontario, from 
elsewhere in Canada, and from other countries in an effort to obtain the very best ideas 
on the role of government and, further, to identify current best practices in policy design 
and delivery. We sought to do so from a broad comparative perspective (see Appendix 
D for a list of the research papers). We gave the authors of these background research 
papers full reign to present their own views on the issues that they were investigating. 
Subsequently, we invited our research staff to provide a synthesis of this research and to 
draw their own conclusions from it. The views expressed in the background papers and 
the staff report do not necessarily represent the views of the Panel members; the position 
of the Panel is set out in this document. Nevertheless, we regard the creation of this 
extensive body of research, including the workshops in which the research was 
reviewed, evaluated and tested by ourselves, staff and other experts, to be a 
fundamental component of our contribution as a Panel. 


In developing our own views on the themes and issues within our mandate, we 
debated vigorously amongst ourselves, with the research staff, and with individual 
researchers. The debate was perhaps an unsurprising consequence of the breadth of our 
mandate. There are, without doubt, innumerable ways of approaching the question of 
the role of government. Government has traditionally played a wide range of roles in 
Canadian society, including regulator, funder of services, provider of services and 
forum for collective decisions. There is, at the same time, an on-going recognition of the 
need to balance the roles of government with the freedom, and responsibility, of 
individuals to make choices and become involved in our communities. 


The government is vested with myriad roles and responsibilities in the lives of 
the people of Ontario. Out of this complex network of roles and responsibilities, the 
theme for this report emerged: investing in people in order to strengthen the human 
capital of Ontario’s citizens. We believe this theme provides the foundation for framing 
the appropriate and respective roles of government and individuals in the coming years. 
There will inevitably be aspects of the role of government, or areas of government 
action, that are not captured in this report. We believe, however, that the creation of a 
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human capital society in Ontario will make the greatest difference to the lives of 
Ontarians in the coming years. 


The recommendations set out below reflect a substantial consensus amongst us 
on both the major challenges likely to confront governments in Ontario over the next 10 
to 15 years, and the broad direction of appropriate policy responses to these challenges. 
Our recommendations are intended to serve as a general set of priorities that the 
government should seek to implement in stages over the next 10 to 15 years. 


In some instances, we have recommended the creation or strengthening of 
intermediary bodies, such as specialized oversight bodies in the fields of education and 
health, to monitor and assess various publicly-sponsored activities. This is in keeping 
with the dual nature of our mandate: to examine all aspects of the role of government 
and to balance the role of government with the interests and the roles of directly affected 
individuals and other stakeholders. In a number of cases, such as in education and 
health services, the direct recipients of services (e.g., children, patients) are unable to 
express their concerns and priorities to government in a meaningful way. In these cases, 
broadly conceived citizen interests go without voice and the dialogue occurs largely 
between the government and special interest groups. It is our view that, in these 
circumstances, an intermediary body can help play a broader representative role and 
can provide an objective perspective that is without inherent conflict of interest. At 
arms-length, and outlasting any one government’s mandate, such bodies can: offer a 
system-wide perspective, as well as examining or monitoring local experience; provide 
. advice on standardized performance management frameworks; research, develop and 
identify local and international best practices ‘that can be adopted; undertake 
benchmarking versus other jurisdictions (e.g., system and provider efficiency); and 
provide a mechanism for transparency through regular reporting. In our view, these 
groups are an increasingly important component of modern, responsive government. 


We also wish to emphasize, by way of prefatory comment, that we engaged 
primarily in a “blue sky” exercise that has drawn on the best consideration, analysis 
and experience in Ontario, the rest of Canada and abroad, as well as on our own 
experience and knowledge, of the various issues canvassed here. However, the 
recommendations set out below have not been subject to testing, probing, and debate 
through any process of widespread public consultation. In submitting this report to the 
Premier, the Panel considers that it may be appropriate for the government to 
contemplate initiating a robust process of public consultation and debate around the 
challenges identified and the broad direction of the policy responses set out herein. 
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INVESTING IN PEOPLE: 
CREATING A HUMAN CAPITAL SOCIETY 


PARTI ENHANCING OUR POTENTIAL 


A. Ontario as a Human Capital Society 


In the years since the Second World War, Ontarians have built a strong, vibrant 
society that reaches a level of excellence envied, but rarely surpassed, around the 
world. We have created high-quality and accessible education and health-care 
systems. We have welcomed and integrated wave after wave of immigrants and 
have harnessed their energies and talents. At the same time, we have been 
fortunate to have the opportunity to enjoy and develop abundant natural 
resources. The accomplishments of the postwar era are indeed proud 
monuments of success. But that season is ending and another is unfolding ahead 
of us. 


In the next 10 to 15 years, Ontario will face an array of new challenges that 
will test its ingenuity and capacity for change just as surely as those that 
confronted earlier postwar generations. As a province, we must confront the 
complexities of broad ranging and rapid change in the realms of international 
economic competition, urbanization, technological advancement, demographic 
shifts and even in the nature of family life itself. 


To build on its strengths and seize the opportunities of the future, we 
believe that Ontario must work to create a climate in which the full individual 
potential - that is, the “human capital” — of Ontario citizens is encouraged, 
nurtured and recognized by government. We conceive of human capital in its 
broadest sense. It includes the economic skills, the knowledge, and the 
professional and personal experiences that enable Ontario citizens to participate 
and compete effectively in the labour force and to contribute creatively and 
imaginatively to our economic prosperity. Human capital also includes the social 
and political capabilities of individuals that enable them to participate, thrive 
and better assume their individual and collective responsibilities in a diverse 
democratic society and thereby to enhance the common good. It allows 
Ontarians to make effective individual and collective choices in their lives as they 
work together to shape a future that meets their needs. Through the adoption of 
policies designed to enhance human capital, we believe that Ontarians will 
achieve higher levels of public contribution and private fulfillment. 
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What assistance and direction, then, do we expect of the province’s 
government as Ontarians begin this journey into the future? We believe Ontario 
must make changes to its governance structures and institutions to cultivate a 
climate in which its citizens are able to realize their full potential and in which 
individuals, and society as a whole, are able to capture the opportunities before 
them. Ontario’s institutions are critical to the capacity of individuals, and to the 
province, to attain the benefits of highly developed human capital. 


We also believe that Ontario must incorporate several key principles into 
the governance structures of the institutions that are designed to promote human 
capital: transparency, accountability, responsiveness and choice. These principles 
must underlie the governance arrangements of the Ontario government itself 
and also of its agencies, municipalities, partners -- such as public-private 
partnerships -- and related sectors such as health, education and social services 
organizations. These principles allow decisions to be made in a fair and efficient 
manner and empower citizens to make informed decisions about their lives. 
They are necessary to build the human capital of Ontarians. 


Our focus on human capital reflects the reality that Ontario is operating in 
an increasingly globally-integrated environment. This integration creates a 
challenge for the province. Ontario must invest in the human capital of Ontarians 
while recognizing that Ontarians have the option to move to other provinces or 
countries once they have developed their human capital. Therefore, we must 
work to create a society in which the jobs, amenities and fiscal environment 
attract (and retain) investors and immigrants, and which very deliberately builds 
upon our strong foundation and competitive advantages, such as stable and 
humane communities, a tradition of tolerance and decency, abundant natural 
resources, environmental quality, and a dependable commercial and judicial 
climate. We believe this report lays out the broad directions and key elements 
_ leading to such a society. 


While all countries face similar challenges and opportunities relating to 
the development of human capital, not all countries are similar in their ability to 
seize and develop the potential of their citizenry. We believe that as Ontario 
further deepens its commitment to the full possibilities of its citizens, the 
province's political, cultural and social traditions will provide Ontario with a 
distinct and compelling advantage. 
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While attention to human capital will provide enormous benefits to 
Ontario, a commitment to the realization of the vision that underpins this report 
will necessarily entail new public expenditures. We are fully aware of the 
financial challenges posed by the adoption of these policy priorities. 
Nevertheless, we believe that the vision embedded in this report can be achieved 
in a fiscally prudent manner. The challenge is to work diligently and assiduously 
to reorganize and restructure our policies, programs and institutions so that 
scarce public funds are used as prudently as possible. 


Moreover, Ontario will be required to make tough choices in order to 
realize the full potential of Ontarians and Ontario in a responsible, sustainable 
manner. For example, health expenditures have risen rapidly over the past 40 
years and have become the dominant item in the provincial budget. Health care 
spending by the province has significantly overtaken education as a percentage 
of the budget (see Figure 1), and this trend will have to be confronted if the 
visions implicit in our report are to be realized. In a climate of scarce fiscal 
resources, the tough choices in health care and other areas will require that the 
province recognize the need to reduce or constrain expenditures in areas that do 
not further the human capital priorities we have highlighted. 


Part II of this report opens with a call for a mandate focused on the full 
‘realization of the talents, aptitudes and competencies of Ontarians. It goes on to 
outline three key areas that the provincial government must attend to in order to 
foster a human capital-centred society: the education system, Ontario’s cities, 
and civic engagement by Ontarians.’ This report does not advocate a return to 
“big government”, nor does it support a narrow focus on rights and minimal 
government. Instead, it highlights the importance of understanding the role that 
a variety of institutions can play in building a stronger, more vibrant and 
prosperous province. These institutions include government, the private sector, 
community organizations and families. Part III of this Report addresses 
improvements in the way that government provides services and the need to 
make difficult choices across priorities. Part IV then addresses the path for 
moving Ontario forward towards a human capital society. 


' The specific recommendations are set out in the text below in italics. 
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Figure 1: Health and Education Expenditures in Ontario, Percentage of Budget, 
1951-52 to 2001-02 


1951-52 1956-57 1961-62 1966-67 1971-72 1976-77 1981-82 1986-87 1991-92 1996-97 2001-02 
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Source: Graham White, “Change in the Ontario State 1952 - 2002,” (Research Paper No. 8; Panel 
on the Role of Government, October 2002) 


B. The Changing Nature of Ontario and the Need for Enhanced Levels of 
Human Capital 


An examination of postwar development in Ontario reveals staggering societal 
changes. In the 50 years from 1951 to 2001, Ontario’s population nearly tripled, 
growing from 4.6 million to 11.4 million. Over this period, the province has also 
experienced tremendous growth in the racial, religious, ethnic and cultural 
diversity of its citizens. This increased diversity is due mainly to the steady 
inflow of immigrants from a wide range of countries. Indeed, Ontario, and in 
particular its cities, has become the destination of choice for the majority of 
immigrants to Canada. Over the 1990s, for example, Ontario took in 
approximately one-half of the over 200,000 immigrants arriving in Canada each 
year. Immigration in Ontario is highly concentrated; 90 percent of its immigrants 
have settled in six urban areas. Immigration accounts for over 75 percent of 
Toronto's population growth. In 2001, 44 percent of Toronto’s population were 
immigrants. These immigrants provide skills and energy to Ontario, but they 
also face a range of risks upon entry to our province. The most significant of 
these risks is related to uncertain employment prospects and unrecognized 
professional credentials. When these concerns are combined with the realities of 
an aging population, a wider range of family and work arrangements, growing 
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income inequality and homelessness, the need for bold public action becomes 
compelling. 


Ontarians have been migrating to the cities for some time. Urbanization 
has been the story of Ontario and Canada - like other OECD countries -- both 
socially and economically over the post-War period. Ontario’s urban areas 
generate most of Ontario’s economic activity and are home to the majority of its 
population. Canada’s ability to compete in the global economy is increasingly 
tied to the health and wealth of its cities. The percentage of Ontarians living in 
cities with more than 10,000 people increased from just over 50 percent in 1951 to 
over 80 percent by 2001. This urbanization raises a number of concerns, notably 
the fiscal capacity of cities, the impact on the environment, and the future 
viability of rural and remote communities. 


Ontario’s business environment has also changed dramatically during the 
postwar period. Two overlapping trends have created and will continue to create 
opportunities and challenges for the province. First, Ontario is now part of the 
“new economy”. In the postwar period, Ontario’s economy has shifted from one 
based heavily on natural resources, such as mining, agriculture and forestry, 
towards one dominated by the service sector, including financial services, 
education, communications and health care. For example, in 1955, primary and 
manufacturing industries in Ontario accounted for 52 percent of employment. By 
1981, this number had fallen to 35 percent of total employment and in 2001, the 
number had dropped to 20 percent. Over this same period, the services sector 
increased its share from 48 percent of employment in 1955 to 73 percent in 2001. 
Changes in technology have played an important role in this transition, but have 
also presented a host of challenges, such as new workplace risks and a widening 
wage gap due to enhanced returns to human capital. 


Second, Ontario’s economy has become increasingly tied to, and 
integrated with, the economies of other nations, particularly that of the United 
States. In 1950, 60 percent of Canada’s exports were shipped to the U.S. By 1998, 
over 90 percent of Ontario’s exports were shipped to the U.S. These export 
statistics demonstrate Ontario’s considerable dependence on the continuation of 
open and unfettered access to the U.S. market. Because of Ontario’s breadth of 
access to the U.S. market, Ontario has been able to attract both the skilled 
workers and the capital investment that it requires. But Ontario also faces 
competition for workers and capital. This dynamic of opportunity and 
competition underscores the importance of developing congenial economic and 
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societal conditions for educating, attracting and retaining workers, researchers, 


entrepreneurs and investors. 


As these changes have occurred in the postwar years, Ontario has 
simultaneously been experiencing a disturbing trend of civic disengagement 
from the traditional political process. Fewer Ontarians vote in elections now 
than did so in the 1950s. Voter turnout is lower for provincial than federal 
elections and is lower still for municipal elections. Moreover, opinion polls 
indicate that Ontarians feel they lack power and influence over political decision 
makers. While some Ontarians engage in non-voting forms of political debate, 
such as demonstrations or appearances before tribunals, the Ontario government 
must address this general disaffection if it is to make informed, politically 
legitimate decisions on the emerging issues. 


The array of disparate challenges now confronting Ontario is exerting a 
profound effect on the economic prospects, political commitments, and social 
linkages of Ontarians. We believe that it is incumbent upon the government of 
Ontario, in concert with Ontario’s citizenry, to focus on these challenges. We 
further believe that the most effective response to these challenges is to shape a 
society that is conducive to the full development of human capital. 


The most direct benefit to be derived from increasing societal levels of 
human capital is the expansion of economic opportunity, a boon to both the 
individual and society. As will be discussed below in Part II of this Report, a 
critical means of increasing human capital is through enhanced education. At the 
individual level, enhanced education generally results in higher income, broader 
employment opportunities and a reduced risk of unemployment. Enhanced 
education can also operate to reduce income inequality. Enhanced education 
decreases the supply of low-skilled workers, reducing downward pressure on 
their wages. 


A focus on human capital can also improve the collective ability of our 
educational systems, income-support policies, immigration system and labour 
practices to recruit and deploy the workers needed to foster economic growth for 
Ontario as a whole. Human capital is critical to the creation and adoption of new 
technology and to the promotion of innovation. Highly educated workers 
maintain greater levels of productivity and, through their interactions with other 
highly educated workers, they create a chain effect of increased productivity. 
Enhanced human capital also strengthens the tax base of the province, allowing 
the financing of a broader range of social priorities. 
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An enhancement of human capital is also associated with a range of 
important non-economic benefits, and the rationale for the promotion of a 
human capital society extends beyond the economic realm. For example, 
education imparts higher levels of dignity and self-worth to the individual. 
Education also enables individuals to make better, more informed choices for 
themselves — choices that are informed by our basic liberal democratic values. 
And, of course, education enables individuals to make better choices for their 
dependents, including children and aging parents. We know, for example, that 
educated parents are more likely to raise children who, in turn, are educated, and 
who are themselves able to enjoy the gifts of learning. 


Apart from the instrumental and intrinsic benefits that accrue to the 
individual and his or her family from education, education also confers very 
tangible benefits on society at large. The educated citizen, for instance, is better 
equipped to participate fully and actively in our society. Education helps to 
foster social cohesion, or common interests, among Ontarians. It enriches our 
capacity, and desire, to better understand people of other cultural, racial and 
religious backgrounds. It enables us to better understand the political process 
and to make informed decisions about the important political choices that 
confront us. Thus, an investment in human capital promotes an engaged and 
informed citizenry that is better able to contribute to societal debate and 
development. 
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PARTII FOSTERING A HUMAN CAPITAL SOCIETY 


A. Strengthening Education 


Education is the bedrock of a human-capital society. It is the base for the 
development and expansion of human potential and can provide individuals 
with the means to realize the full promise of life in Ontario, economically, 
socially and politically. While Ontarians can increase their human capital 
through venues other than education -- such as interacting with others in their 
community, learning on the job, or reading and other forms of self-instruction -- 
a high quality, accessible education system is essential in order to fully exploit 
the potential advantages of human capital in Ontario. While not every Ontarian 
needs a graduate degree from a university, every Ontarian should have the 
opportunity to obtain the education necessary to live the life that he or she 
values. 


The importance of a strong education system to Ontario is clear. What is 
less obvious is how to ensure that the system provides high-quality learning to 
all Ontarians. The role of government in education is a contentious issue. We 
believe that government must provide for, and balance, scope for citizen “voice” 
and “choice” in education. “Voice” is the ability of individuals to express their 
opinions on education to decision makers through means such as voting, 
political discussion and parent-teacher meetings. “Choice” encompasses the 
ability of individuals to decide among different options for educating themselves 
or their children, such as moving a child to another school because of 
dissatisfaction with an existing one. Both choice and voice have conceptual 
limits. Voice will not aid individuals who do not have the education or 
information to express their preferences. Choice will be hindered where 
individuals do not have the information or financial ability actually to take 
advantage of the opportunity to choose. However, voice and choice can work in 
tandem. Each has its strengths and each can, in turn, strengthen the other. For 
example, the threat of leaving a school — i.e., choice -- provides incentives to 
decision makers to take into account a parent’s preferences -- voice. 


The key to providing high-quality education to all Ontarians is to provide 
opportunities for parents, and their children as they grow older, to exercise both 
voice and choice. We believe that the mix of the two will depend on the 
particular type and level of education being provided. 
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(i) Providing the Basic Building Blocks: Early Childhood Education 


We believe that strengthening early childhood education and care (ECEC) is 
central to the development of a human capital society in Ontario. ECEC refers to 
the various programs and arrangements, other than compulsory schooling, for 
educating and caring for children from birth to six years old. High-quality ECEC 
is fundamental to the development of children and has been demonstrated to 
impart long-lasting economic and social benefits, such as increased productivity 
and health outcomes. A wide range of studies have shown that high-quality 
ECEC has positive effects on all facets of child development, including 
cooperating with adults, socializing with other children, early competence in 
reading and math, and school readiness. Indeed, the returns from early 
investments in education may be greater than returns from later stages of 
education. 


High quality ECEC can play a particularly important role in aiding 
children from disadvantaged backgrounds. It provides an opportunity for a 
strong start and the potential for greater equality of opportunity in later life. It is 
clear that the failure of some of our children to acquire fundamental skills and 
aptitudes at an early stage in their lives will inflict irremediable lifetime 
disadvantages. It is simply unacceptable that some segments of society should be 
systematically deprived of our province’s myriad opportunities. While children 
from disadvantaged backgrounds are likely to have the most to gain from strong 
ECEC programs, children from all socio-economic backgrounds can benefit 
through the acquisition of school readiness, social skills and basic competencies. 
Further, accessible ECEC programs can open opportunities for parents who wish 
to work. 


Judging from best practice in other jurisdictions, we believe that the 
Ontario government should have two priorities regarding ECEC. 


CL) We recommend that senior and junior kindergarten be made full day, with 
lunchtime supervision included. These programs would be phased in over time, as 
resources permit, initially beginning with full day senior kindergarten, followed by full 
day junior kindergarten. These programs should be free of charge and non-compulsory. 
Schools may charge parents for use of complementary services, such as after school care, 
but we recommend the provision of provincial funding for complementary services to 
ensure that these programs are available to all families. 
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Public provision enhances accessibility to kindergarten. Much of the 
structuring of the program would therefore rest on voice, although the 
discussion of choice in the report's section on primary and secondary education 
applies to kindergarten as well. For example, an auditor, or oversight body 
independent of the Ministry of Education, would aid in providing accountability 
and transparency in these programs. Such a mechanism would enhance choice 
and voice through the provision of information. 


(2) We recommend that the Ontario government provide funding to permit the 
development of a network of affordable, high-quality ECEC services below kindergarten 
age, possibly pursuant to a newly developed provincial children’s agenda. These services 
would be phased in over time, as resources permit, initially beginning at age three with 
the option of moving downwards to provide care to younger children if warranted. The 
funding of these various services should come from a combination of public and private 
financing, with a sliding scale under which people with higher incomes pay more. 
Further, the public money should be tied to a facility’s ability to attract and retain 
children. 


The combination of public and private funding of a range of services (e.g., 
licensed daycares, nursery schools and in-home caregivers) should expand 
accessibility to high quality care, enhancing both voice and choice. Such services 
would also benefit from an independent oversight body. 


(ii) Strengthening Primary and Secondary Education 


While strong ECEC is pivotal to a child’s start in life, these benefits need to be 
nurtured through the primary and secondary school system. Primary and 
secondary schooling develops literacy, math skills and scientific knowledge. 
Ontario’s students, on the whole, place well in international testing. In particular, 
they perform much better, on average, than students in the U.S. (although there 
can be considerable differences between U.S. states) However, there are areas of 
concern. Ontario trails a number of other countries and provinces, in particular 
Alberta and Quebec, in testing scores. Further, there is a large gap in literacy 
scores in Canada between those who complete high school and those who drop 
out and in testing scores between English and French students in Ontario. It is 
not a lack of resources that has led to Ontario failing to lead the pack. Ontario’s 
spending per student is high relative to the OECD and G-7 countries and is 
higher than any other province in Canada. Ontario must not be complacent and 
must attempt to lever its high level of funding into a continuously improving, 
accessible education system. 
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Further, while many of the fundamentals of education, such as learning to 
read and write, are constant, other needs of students and ideas about education, 
change rapidly. For example, the educational needs of a community can change 
dramatically if the proportion of students for whom English is a second language 
increases. The school system must be able to adapt to these changing needs. It 
must also encourage innovation in teaching to ensure that schools and teachers 
are able to identify and implement the best methods to enhance student learning. 
Currently, parents express their preferences through voting in provincial or local 
elections, which has only a tenuous connection to the performance of particular 
schools. Parents may also express their views to school councils, schools boards, 
school administrators and teachers. The current system fails to provide parents 
with an effective voice because of the weak role for school councils, which 
include parents. The inability of parents to influence (in an appropriate manner) 
the conduct of their children’s public schools undermines school accountability 
to the citizens who are directly affected by its activities. Although there has been 
and will always be vigorous debate surrounding the ideal nature of basic 
education, the research establishes clearly and convincingly that one basic tenet 
is critical for a good system of education: meaningful accountability to parents 
through effective governance arrangements. It is our view that these governance 
structures are sorely lacking in Ontario and are impairing the performance of our 
_ schools. In short, we suffer from a democratic deficit in our system of education 
governance that must be corrected. 


Consequently, we believe that Ontario should make a number of changes 
to its primary and secondary school systems to improve both the choice and 
voice options available to parents. 


(3) We recommend raising the age at which students can leave school or other forms 
of training from 16 to 17, and perhaps subsequently 18, unless they graduate first. 


This recommendation actually reduces an aspect of choice — the choice of 
when to drop out. Research has shown that students who remain in school for a 
longer period of time enjoy a range of economic and social benefits not enjoyed 
by students who leave school earlier, provided that programs are made available 
to accommodate students’ interests and aptitudes. In a human-capital society 
where there are high returns (both private and public) to education, the rationale 
for allowing individuals to choose to leave school at 16 is weak and must be re- 


considered. 
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(4) We recommend that the province re-introduce external curriculum-based exit 
exams for high school graduates as part of an expanded package of outcome-oriented 
performance indicators. These indicators should be relevant to parents, students and 


employers. 


A fundamental element of the changes to primary and secondary 
education should focus on the information that individuals have about their own 
and their children’s education. Exit exams, as recommended here, would 
comprise only a portion of a student’s grade. This testing would lead to 
improvements in student performance in the grades below the testing levels, 
prevent “grade creep” (where schools, year over year, tend to increase grades in 
an effort to strengthen the competitiveness of their students in securing entry 
into college or university) and would provide parents, schools and 
administrators with clear and comparable information needed to identify 
institutions that are working well and those that are struggling. Moreover, such a 
system would provide students and post-secondary institutions with better 
information on an individual’s career options. 


(5) We recommend a series of reforms to primary and secondary school governance 
arrangements: 

e The province should continue to set overarching curriculum and general policy 
directions. 

e The province should revitalize school boards in order to ensure there is an effective 
intermediary body between the province and individual schools. School boards are 
currently far too distant and unresponsive to stakeholder concerns —few people 
know who their trustees are or understand what they do. 

¢ School trustees should have higher salaries to reflect their new responsibilities. 

e The province should explore an array of alternatives for the appointment and 
election of trustees to ensure greater accountability to a broad range of 
stakeholders. 

e Boards should play a key role in the coordination of the actions of schools in their 
jurisdiction, aiding these schools in continuous improvement by sharing 
information and best practices and providing flexibility for schools to adapt to 
local preferences. 

e Every public school should be required to have an active school council with a 
clear mandate. The school council should be comprised of the school principal and 
parent and stakeholder representatives. 

¢ Schools should enter into three-year performance agreements with their school 
board using a standardized set of criteria to ensure that school leadership is held 
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accountable against mutually agreed upon goals. These criteria would be 
developed by the third party body, discussed below. 


We strongly believe that public funding of primary and secondary 
education is essential. However, we also believe that transparency, 
accountability and choice mechanisms in the primary and secondary system 
must be enhanced if there is to be improvement. It is clear that there is a need for 
a strong intermediary institution between the provincial Ministry of Education 
and local school councils and, in these terms, the current board system is 
deficient and must be revitalized. Further, while school councils currently exist, 
the province should focus on ensuring they are engaged and active — that is, 
capable of the significant governance role they must play in a strong school 
system. The governance changes in the above recommendation are intended to 
aid in clarifying and strengthening the roles of the various parties in the 
education system: the province, the boards, principals and parents. The 
performance agreements are the means to create the information and incentives 
necessary to draw all these parties effectively into the governance of our schools. 


(6) The majority of the Panel recommends that the province accord to parents, on a 
trial basis, the ability to initiate a limited number of charter schools within the public 
school system. In accordance with the principles of universal access, there must be no 
additional private fees for attending any schools initiated under this pilot program. 


We believe that with the changes to school boards and councils, the 
existing system should be capable of innovation in improving educational 
outcomes and meeting parental expectations. However, experimenting with 
charter schools will enable the province to determine if it can realize the 
advantages that charter schools appear to provide in other jurisdictions. 


(7) | Werecommend that the province create or extend the authority of a third-party or 
independent body to monitor the functioning of the educational system, including ECEC 
programs, the Boards of Education and the schools. Membership in this body would be 
drawn from stakeholders and from persons with a broad range of relevant professional 
expertise. The design of this body would take into account the potential for conflict of 
interest that can arise when a single body is vested with both standard setting and 
auditing functions. 


This body could take the form of a strengthened Education Quality 


Assessment Organization (EQAO). The mandate of this body would be two-fold: 
to administer and collect information on testing and to provide timely 
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information on performance to parents, the Boards and the Ministry of 
Education. The monitoring process would include downstream indicators of 
performance by following student progress through the education system over 
time and post-graduation success in the labour market. 


(iii) | Promoting Excellence and Accessibility in Post-Secondary Education 


Post-secondary education provides a variety of benefits to individuals and to 
society. The individual receives economic and social benefits, such as increased 
income and greater job opportunities. Society obtains increased economic growth 
through innovation and research and, if structured properly, equality of 
opportunity for economic success. Canadian spending on post-secondary 
education is the second highest in the OECD, behind the U.S., although Canada 
spends far less than the U.S. on university education and more on non-university 
post-secondary education, such as college education. In 2003, Ontario’s spending 
on universities was last among all provinces on a per student or a per capita 
basis. Further, its funding of post-secondary education per student falls 
dramatically behind many public universities in the U.S. These problems are 
further constrained by onerous restrictions (currently, a proposed prohibition) on 
the capacity of universities to set tuition levels subject to effective safeguards 
relating to student accessibility. For the last several years, not only have the 
province's universities been unable to seek to reduce the large resource gap that 
exists between our institutions of higher learning and our international peer 
group, but Ontario universities have been unable even to maintain the real value 
of their tuition schedules against inflation. 


Not surprisingly, these revenue constraints from both public and private 
sources have resulted in dramatically expanded class sizes; reduced capacity to 
recruit the best available faculty to replace retiring faculty; reduced capacity to 
hire additional faculty in response to new and pressing social and scientific 
priorities, neglected and rapidly deteriorating physical infrastructure; 
constrained capacity to undertake cutting-edge research; and less effective 
student support services. For instance, whereas faculty student ratios in basic 
arts and science programs in Ontario’s universities are currently approaching a 
historically unprecedented level of 30 students to 1 faculty member, peer 
institutions (both public and private) abroad are enjoying ratios that are half that 
amount and lower. This cannot help but detract materially from the quality of 
the learning experience that we offer our students. 
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In short, in a setting where human capital is recognized as a critical 
component to individual and societal well being, the province has made 
decisions that deprive our students of a university system that is commensurate 
with their talents and aspirations, and with our province’s long term economic, 
political and social goals. Rectifying this situation is an urgent priority. 


(8) | We recommend a five-part plan to promote excellence in, and to ensure and 
enhance accessibility to, post-secondary education: 

e The province should increase the amount of public money spent on university 
education until its spending is, on average, the highest per capita in Canada 
on a per student basis given the leadership commitment the province should 
make to human capital development. 

e The province should tie the amount of additional public funding for each 
college or university program to performance, based on balanced measures 
such as student satisfaction, post-graduation success in the labour market, the 
quality of teaching and research, and performance improvement plans. 
Assessments for the performance-based funding should be made by an 
independent expert body. 

e The province should benchmark its funding of our most promising academic/ 
research programs against comparable programs of international prominence 
in pinnacle public institutions so as to guide public investments in Ontario’s 
programs once we have achieved a leadership position in Canada with respect 
to government support for universities. 

e The province should deregulate tuition fees subject to every university and 
college governing council demonstrating that they have a credible access 
program in place. The province should require each governing council to make 
a public report to the government every three years on the effectiveness of its 
access program. 

e The province should institute a comprehensive tncome-contingent loan 
repayment program. As well, the province should institute a separate 
enhanced grant and loan program that is aimed specifically at increasing the 
participation of individuals from lower income backgrounds in post-secondary 
(college and university) learning and should provide periodic public 
evaluation of measurable progress towards meeting this goal. Both of these 

, programs should be devoted to ensuring that accessibility to education 
opportunities, the cornerstone of a human capital society, is maintained and 
promoted, in the context of deregulated tuition fees. 


The greatest challenges facing post-secondary institutions are the related 
issues of funding of institutions, the quality of teaching and research, and 
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accessibility. The province should revise its funding and tuition policies to 
promote excellence and diversity among its institutions and programs. Programs 
of differing quality should charge differing tuition. Differentiation would aid in 
promoting excellence and, therefore, offer students greater choice in their post- 
secondary education. Students should be able to choose between teaching- 
focused institutions, research-focused institutions and institutions that offer a 
combination of both. Differentiation and excellence can be promoted through 
increased funding, particularly on a performance basis, and the deregulation of 
tuition fees. 


At the same time, given the importance of post-secondary education in 
equalizing opportunities, the province must ensure that individuals are not 
discouraged from obtaining post-secondary education because of their socio- 
economic circumstances. The province currently offers a loan program for post- 
secondary learning, but it is not offered on a comprehensive, income-contingent 
basis applicable to all levels of post-secondary education. The access, loan and 
grant programs recommended here are necessary for a choice-based system that 
does not act as a barrier to low-income students obtaining post-secondary 
education or training (including apprenticeships). However, the province should 
not attempt to micromanage post-secondary admissions and program offerings. 
Micromanagement by the state decreases university independence and can result 
in lower standards. Institutions should make the decisions about which 
programs to develop and how to meet the needs of students. Unlike the. 
province, these institutions have the information to make the innovative, 
specialized and complex decisions necessary to foster excellence. 


(9) We recommend that Ontario enter into a Labour Market Development Agreement 
with the federal government. 


By entering into a Labour Market Development Agreement with the 
federal government, the province will be better equipped to tailor its college 
programs to the needs of Ontarians. The lack of such an agreement has resulted 
in employers sponsoring most of the training in Ontario. Employer-sponsored 
training focuses on that which benefits the employer, rather than necessarily 
helping the employee adjust to new work conditions. 


(10) We recommend that the province continue efforts to promote appropriate 
integration of colleges and universities in order to foster choice in education. 
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Some provinces, such as Quebec, Alberta and British Columbia, have 
implemented plans supporting the integration of colleges and universities (e.g., 
university transfer programs). However, until recently, there has been limited 
collaboration between colleges and universities in Ontario. 


(tv) Adjusting to Change Through Training 

Education and the development of human capital occur not only through formal 
schooling but also through workplace training and experience. Because of the 
changes sweeping Ontario, including global economic integration and the shift to 
the new economy, workers may be required to adjust their skills to the changing 
demands of the workplace. Not all workers are able to keep pace with, or find 
employment in, the changing workplace. Many of those left behind are 
immigrants, in some circumstances because their foreign credentials are not 
recognized. 


(11) We recommend that Ontario increase its use of Active Labour Market 
Adjustment Policies (ALMAPs) aimed at helping workers adjust to change. In 
particular, the province should develop policies for the provision of extensive labour 
market information on such factors as shortages and surpluses in particular labour 
markets. It should also invest more in ALMAPs, although it should not necessarily 
deliver them. Further, we recommend that Ontario conclude an agreement with the 
federal government to devolve the power to design and deliver training and labour market 
adjustment policies under employment insurance legislation. Finally, as not all 
individuals will be able to benefit from ALMAPs (for example, they may be too disabled 
to work), and because it will take time to develop these programs, the province must 
continue its traditional income-support regime. 


Canadian governments have attempted to respond to labour market 
changes by altering the focus of social programs. Based on the belief that they are 
unable, and should not attempt, to provide long term and unconditional 
economic protection to citizens experiencing economic shocks, Canadian 
governments have steadily reduced their reliance on unconditional income 
transfers as a way of dealing with often wrenching economic changes. Instead, 
governments have endeavoured to provide assistance that is more forward- 
looking in nature, and which is designed to enhance the marketable skills and 
expertise of dislocated workers, while reducing any disincentives to work. 
However, Ontario has undergone only a partial shift away from income-transfer 
programs to programs based on enhanced skills development and forward- 
looking adjustment. The province has made cuts to income transfers without 
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making full compensatory investments in new adjustment mechanisms. This 
recommendation is aimed at redressing this imbalance. 


(12) We recommend that the province ensure that Ontario's self-regulatory bodies 
address the challenge of provincial recognition of the foreign credentials of immigrants. 
To this end, we recommend that the self-regulatory bodies be required to submit an 
annual progress report to be tabled in the legislature. In some cases, the province may 
also build on existing bridging or up-grading programs to involve employers, community 
groups and other stakeholders in the design of transitional programs to aid immigrants to 
enter the labour market. 


If we are to promote the development of a society that is open to the 
energies, aptitudes and expertise of all, then it is important to address the failure 
of some of Ontario’s self-regulatory bodies to provide appropriate recognition of 
the professional credentials of immigrants. It is fundamental that Ontario’s self- 
regulatory organizations ensure that public standards of trust and confidence are 
protected when reviewing the foreign credentials of immigrants. Ontario citizens 
are entitled to count on the provision of professional services that reflect 
appropriate and high standards of performance and expertise. However, there is 
concern that some regulatory bodies have been too zealous in the discharge of 
these duties and have exercised their accreditation powers in ways that have 
failed to provide appropriate support and recognition to qualified foreign- 
trained professionals. Ontario must be able to compete with other jurisdictions in 
attracting the skilled people it needs. For example, the ability to attract foreign- 
trained health care professionals will have a profound impact on the 
sustainability of Ontario’s healthcare system. The provincial government is 
currently examining ways to remove barriers regarding the recognition of 
foreign credentials. Addressing the barriers within self-regulatory bodies would 
be an important step. 


(13) We recommend that the province, in conjunction with the federal government, 
eliminate barriers to individuals who seek to leave welfare and to re-join the workforce, by 
reducing high marginal effective tax rates (such as benefit clawbacks) for these 
individuals. The province should negotiate with the federal government to redesign the 
National Child Benefit program as well as federal and provincial tax credit regimes to 
reduce the disincentive to work. 


Income inequality appeared to increase in Ontario in the late 1990s. This 
increase may have been due in part to a shift in the global economy that placed a 
premium on skills and caused a rise in the relative market incomes of skilled 
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ee It may also be due, in part, to changes in tax and transfer programs 
Increasing the human capital of Ontarians through education and frat 
should reduce income inequality by decreasing the earnings gap between saith 
ame aE workers. However, governments need to reduce the barriers 
individuals face when seeking to take advantage of these opportunities. 
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B. Revitalizing Cities 

The second main element in our vision for Ontario is the revitalization of our 
cities. Urban centres are the main drivers of Ontario’s economic growth. Cities 
play a pivotal role in the knowledge-based economy because they are the chief 
sites and incubators of innovation. The synergistic relationships between 
individuals and industries in urban areas enable city-dwellers who have invested 
in education to increase their return from it. The diversity and amenities of cities 
attract the talent necessary to generate innovation. Consequently, cities play a 
fundamental role in the promotion of innovation and economic growth. They 
also provide a setting conducive to creativity by promoting social interaction and 
dissemination of tacit knowledge. Further, cities have the concentrations of 
cultural resources necessary for the production of the cultural goods that 
Ontarians increasingly demand. 


However, Ontario’s cities face a host of challenges. Urban sprawl 
increases the cost of providing services and creates environmental harm. 
Ontario’s cities face increased competition from cities abroad for workers and 
capital. Many cities have large infrastructure deficits and are experiencing 
growing income inequality and homelessness. Because cities are the main 
destination for immigrants, cities bear much of the cost of their integration. At 
the same time, cities are facing severe fiscal constraints. As a result, we 
recommend that the province strengthen cities by addressing their financial 
capacity, their ability to deal with large scale development issues, their 
governance capacity, their ability to aid immigrants and their infrastructure 
concerns. 


(i) Financial Reforms 


(14) We recommend that the province develop appropriate fiscal arrangements to 
redress imbalances between revenues and responsibilities for Ontario’s major cities. 


In recent years the Ontario government has transferred a range of 
program responsibilities to municipalities, creating fiscal imbalances for some 
municipalities and concerns regarding the autonomy of municipalities in 
general. In re-assigning responsibilities, the province took over spending on 
education. However, we believe that the property tax system that municipalities 
rely upon is an inadequate source of funding for many services. The province 
should review its arrangements with its major cities in light of recent experience. 


Panel on the Role of Government 79 


(15) We recommend that the province identify new revenue sources for municipalities. 
These could include a locally set fuel tax used in part to fund public transit, a hotel and 
motel occupancy tax and increased use of user fees that reflect the true cost (including the 
environmental cost) of water, sewage disposal and garbage collection. 


Municipalities rely heavily on property taxes for their revenue. However, 
property taxes are, in general, a static source of revenue; they typically do not 
vary with increases in municipal expenditures. This makes property taxes an 
insufficient source of revenue for the dynamic nature of the fiscal challenges 
facing municipalities. Property taxes do not in general reflect use of services and 
do not fully reflect changing economic conditions, such as increased 
unemployment, which can increase municipal expenditures. - Municipalities need 
access to new sources of revenue in order to meet the challenges they are facing 
now and will face in the future. Providing local governments with greater control 
and responsibility over setting property taxes will improve the accountability 
and transparency of local government action and provide better incentives for 
individuals to make consumption choices. Otherwise, equity issues will fall to 
the province to address. 


(16) We recommend that local governments assume full control over (and 
responsibility for) setting property tax rates. However, we recommend that the province 
limit variability between residential and non-residential property tax rates, such as by 
establishing tax rate bands, to moderate both the variability among municipalities and 
the impact of shifting tax burdens between residential and non-residential property 
classes. 


(17) We recommend that Ontario enhance the powers of the Ontario Municipal 
Economic Infrastructure Financing Authority (OMEIFA) in order to encourage 
municipalities to make greater use of debt for long-term capital projects. OMEIFA should 
assist municipalities seeking aid in sourcing capital. 


The province created OMEIFA to provide municipalities with flexibility in 
capital infrastructure investment and to overcome the reticence of municipalities 
towards borrowing. We believe that OMEIFA’s powers should be enhanced to 
remove obstacles to municipal borrowing, particularly for long-term capital 
projects. Future generations should bear some of the cost of creating the 
infrastructure that will provide them with services. As noted below, the province 
will also need to develop a strategy to deal with small rural and remote 
communities that cannot finance necessary capital investments. 
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(ii) Coordinating Local Governments 


In the late 1990s, over 300 municipalities in Ontario were eliminated through 
amalgamations. In many cases, larger municipalities have the advantage of lower 
costs. They are also better equipped to confront urban sprawl, a significant 
challenge facing large Ontario municipalities. Urban sprawl generates increased 
air pollution from greater use of automobiles. It destroys prime agricultural land 
through the construction of new housing developments. Urban sprawl affects 
land use planning, transportation decisions and, as discussed in the section on 
infrastructure, the costs to consumers of services. While larger municipalities are 
better able to deal with issues that have impacts over a large area, urban sprawl 
transcends the boundaries of even the largest municipalities. Small 
municipalities may, however, have off-setting advantages such as greater 
transparency, receptivity to citizen voice, and accountability for political 
decisions. 


(18) We recommend that Ontario develop a flexible approach to municipal 
jurisdiction. A number of the Panel’s members agree that this flexible approach may 
mean new levels of region-wide coordination that could include special purpose 
authorities (such as for coordination of transportation and land use) or governance 
structures (such as regional government). This approach should be based on the following 
principles: 
e accountability and responsiveness of municipal governments; 
e transparency; 
e fairness of the cost burden; 
e capacity for the coordination of services; and 
respect for the role of non-elected public officials and clarity about the roles of 
politicians and staff 
We strongly recommend that the province commence the process of addressing this 
coordination issue immediately. 


There is no single blueprint that fits the needs of all of Ontario’s cities. We 
worry that decisions are currently being made, particularly those that encourage 
urban sprawl, which will have long-run and irreversible impacts. Ontario needs 
clear and determinate policies and guidelines that direct population growth to 
agreed-upon designated areas and restrict intrusion into rural or green spaces, 


and eliminate rezones based on loopholes, such as so-called adult lifestyle 
communities. 
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(iii) Reforming Municipal Government 


As noted, we recommend enhanced revenue-raising powers and new 
responsibilities for Ontario’s cities. At the same time, we recognize that there is a 
need for stronger citizen accountability mechanisms. User fees are one 
accountability mechanism, as they increase the incentive for residents to monitor 
the actions of their local government. However, increased reliance on user fees 
raises legitimate concerns over how these costs are borne and, in particular, 
whether any regressive characteristics can be modified. In any event, more work 
needs to be done to increase the transparency of municipal decision making, 
such as spending and taxing decisions. 


(19) We recommend that the province review municipal governance structures with a 
view to improving accountability and efficiency. Areas for reform include the 
strengthening of executive powers and of the accountability of municipal officials (elected 
and non-elected) to the public through a clear demarcation of responsibilities, decision- 
making power, performance goals and greater transparency. 


The Panel recognizes that a one size fits all solution is not possible or 
desirable. Given that the governance structures of municipalities vary widely, 
the province must ensure that all cities are capable of effectively using their new 
authority and meeting these responsibilities. 


(iv) Aiding Immigrants 

Our vision for the province draws explicitly and heavily on the prospective 
contributions that new immigrants can make to the prosperity and vibrancy of 
our community. Ontario is competing intensely with other jurisdictions, 
including other Canadian provinces, for skilled immigrants. Consequently, 
workable and creative programs that attract and retain immigrants are required. 


We have outlined the economic risks facing immigrants with regard to 
employment and accreditation. However, immigrants confront further obstacles 
in the areas of language, housing, health and education. There is a growing 
recognition of the limits. and deficiencies of current immigrant settlement 
programs. These programs are partially funded by the federal government. At 
present, approximately 60 percent of immigrants to Canada settle in Ontario, 
although the province receives about 40 percent of federal settlement funds. The 
Ontario government recently estimated that the federal government spends $877 
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on settlement per immigrant in Ontario and $2,632 on settlement per immigrant 
in Quebec. 


(20) We recommend that Ontario, in full consultation and partnership with the 
mayors of its major cities/city regions, work quickly to negotiate and conclude a specific 
federal-provincial immigration agreement, as the federal government has done with other 
provinces. The accord should include a Provincial Nominee Program under which the 
province participates in the selection of immigrants. Further, the accord should attempt 
to procure federal settlement funding for Ontario that ensures levels, on a per immigrant 
basis, that are comparable to similar programs in Quebec. It is also our view that 
Ontario should clarify the roles and funding of the levels of government in settlement 
and seek greater control over settlement programs. Finally, Ontario should attempt to 
shift the focus of settlement programs beyond the initial stages of immigration towards 
confronting and resolving those barriers arising in the medium and longer term that 
impede full integration of immigrants into Ontario’s economy and society. 


(v) Strengthening Infrastructure 


In recent years a number of studies have cast light on the declining state of 
Ontario’s physical infrastructure (e.g, water, sewers, public transit, roads, 
communication systems and cultural facilities). These studies typically estimate 
that billions of dollars in investment are required to fund adequately the 
province’s needs, most notably in the area of drinking water and sewage 
treatment. However, estimates regarding required infrastructure investment 
vary widely; a primary factor in variances in estimates is that information on the 
current state of infrastructure is poor. Therefore, rather than argue over the 
existence and magnitude of required investment, we believe the province should 
focus on ways to plan and finance future infrastructure investment. 


(21) We recommend the following to address the infrastructure gap facing Ontario’s 
municipalities: 
¢ The province and municipalities should coordinate to produce medium and long- 
term multi-year plans for infrastructure investment with interregional elements. 
¢ There should be greater coordination of regulatory requirements for infrastructure 
programs at the federal, provincial and municipal levels of government (such as 
in the environmental area) to foster timely investment and long-term planning. 
e The province should implement strong guidelines and incentives to control urban 
sprawl, including the restriction of development to designated settlement areas, 
better use of development fees, increased incentives for brownfields development, 
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support for public transit and greater integration of land use and transportation 
decisions. 

e The province and municipalities should employ user fees for water and sewers, in 
order to more accurately reflect the costs, including the environmental 
consequences, of such infrastructure. 

e The province should ensure that development charges are more efficiently priced. 

e The province should empower municipalities to levy fuel taxes and create the tax 
room to do so. Ideally, revenue from the fuel tax should, at least in part, be applied 
to the cost of public transit. 


Ontario needs to develop a plan for dealing with necessary investments in 
infrastructure. This plan must include establishing the appropriate incentives for 
use of infrastructure. Currently, pricing does not accurately reflect the cost of 
providing basic infrastructure, such as water and sewers. Marginal cost pricing 
for these services (i.e., pricing that reflects the actual costs required to provide 
additional services) would conserve resources and would also help to limit urban 
sprawl. The latter is partially attributable to cost subsidies paid out for providing 
services in new areas and an over-investment in infrastructure in certain areas as 
a result of provincial grants. 


Development charges are used to pay for the infrastructure required for 
new growth. Typically, municipalities levy an identical development charge on 
all properties of a particular type, regardless of where the property is located. 
However, it is more expensive to provide many services to low density areas 
than it is to high density areas. A more efficient system would take into account 
the location of new properties in the allocation of development charges so that 
the charges reflect the true cost of infrastructure required to service new 
settlement. This would also help limit urban sprawl and encourage rational 
growth. | 


Marginal cost pricing for transportation is more difficult. Full cost pricing 
for public transit would lead to reduced use of transit and greater use of 
roadways, as highway and road travel are heavily subsidized. Fuel taxes could 
simultaneously help correct the incentives for use of both public transit and 
roads. Levying fuel taxes through the cities would help to maintain political 
transparency and accountability for the tax. 


The need for an effective strategy on affordable housing is the second 
aspect of infrastructure that the Panel would like to emphasize. 
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(22) We recommend that the province take immediate action to address the urgent 
needs of a growing number of homeless Ontarians. The province must redouble its efforts 
to work with the federal government and municipalities in order to implement the 
existing national plan for affordable housing. This program should respect the incentives 
created for both tenants and developers to ensure that the stock of affordable housing is 
increased. Such action requires both demand-side (i.e., tenant) and supply-side (1.e., 
developer) initiatives. 


Demand-side rent supplements are necessary to leverage personal choice. 
These supplements should be adjusted to reflect the cost of housing in different 
communities. Even with these demand-side initiatives, however, a gap will 
persist between what many families can afford and the cost of building the 
housing. This is why-supply side actions, such as the elimination of tax and 
regulatory barriers to construction, are also an important part of an effective 
strategy for ensuring affordable housing. 


(23) We recommend that the province step up efforts to meet the physical and mental 
health needs of the homeless. This includes more extensive hospital and community-based 
mental health support, access to addiction services, and the establishment of a larger 
reserve of transitional and supportive housing for persons with mental health and 
addiction problems. 


Dealing with the problem of affordable housing is a step towards 
combating homelessness. However, cities, and Toronto in particular, face an 
escalating homelessness problem, with a burgeoning number of families relying 
upon inappropriate and deficient facilities, such as shelters. It is our strong view 
that the province must simply do more to address the plight of our homeless. 


(24) We strongly advise against the reintroduction of rent-controls. 


Ontario’s previous experience with rent controls produced a number of 
negative results, including a dramatic reduction in private sector rental 
production; rental housing shortages; and a deteriorating (maintenance deficient) 
rental housing stock. Further, the current housing market in Ontario is quite 
robust and is experiencing an increase in private rental production; a dramatic 
increase in capital repairs and maintenance; the return of institutional investors 
to rental housing; significant job creation in the rental sector; increasing vacancy 
rates across the province at all rent levels; falling rents; and better quality 
housing for tenants. Thus, the reintroduction of rent controls is neither necessary 
nor prudent. 
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CG Enhancing Civic Engagement 

Civic engagement refers to citizen participation in political and community 
decisions and is closely tied to the strength of Ontario’s democratic institutions. 
It is a central component in our vision of a more prosperous and just Ontario. 
Civic engagement means that Ontarians are both able and inclined to participate 
in the decisions that affect their lives and their communities, and they are 
encouraged to express their views to their fellow citizens. Ultimately, it is our 
belief that increasing the scope for discourse, debate, and deliberation will 
generate decisions that better reflect the broad public interest and that have 
greater public legitimacy. This is especially important when the decisions being 
made are controversial and/or affect some citizen groups differently from others. 
If Ontario neglects to engage its citizens in the process of making difficult 
collective choices, it will fail to harness the potential economic, social and 
political contributions of its citizenry. 


For civic engagement to occur, there must be opportunities for citizens to 
participate. However, the mere existence of opportunities does not guarantee a 
culture of civic engagement. Being part of a democratic society carries with it 
individual responsibilities, including the responsibility to participate and to 
become involved in political and community life. Civic involvement can range 
from voting to volunteering to becoming informed about and participating in 
political debates. Individual responsibility also extends to the way that 
individuals interact with each other and with their communities; they must. 
demonstrate and foster the tolerance necessary to live in a culturally diverse 
society. Individuals must also be responsible in their use of public services to 
ensure that resources are not wasted and that the rights of all Ontarians are 
respected. For example, universal free access to health care carries with it a 
responsibility to use the health care system wisely and not wastefully. 


Unfortunately, the province faces declining civic engagement. Ontarians 
are voting less and are more distrustful of government. They do, however, 
become involved in other forms of political expression, such as petition drives, 
call-in shows, internet polls and appearances at municipal councils. 
Volunteering and getting involved in decisions affecting their children’s schools 
are other ways that Ontarians demonstrate civic engagement. 


(25) We recommend that the province build on educational programs to instill in 
Ontario's youth an appreciation for, and commitment to, community and public service. 
These programs can be tied to the civic engagement programs currently in place in the 
school system, described below, and could include lecture series by community leaders, 
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placements or pro bono work with community organizations and a core curriculum based 
on the value of community and public service. These programs should be targeted to 
elementary and secondary school students and should be voluntary. These should be in 
addition to the current requirement that every student who begins secondary school must 
complete a minimum of 40 hours of community involvement activities in order to 
graduate. 


The future also calls for political involvement at a broader level, through 
voting and other mechanisms. The principal form of civic engagement in Ontario 
is and should remain representative democracy. This involves voting for 
representatives and engaging in political debate. Other forms of democracy, such 
as referenda and deliberative democracy, have a limited role to play in 
supplementing representative democracy. However, representative democracy 
must be the focus of civic engagement in Ontario. That said, our system of 
representative democracy can and should be strengthened. 


(26) We recommend that the province revitalize the committee system in the provincial 
legislature so as to enhance the spectrum of political views given voice in the development 
of legislation and regulations. 


The committee system is essential to ensuring that a range of views are 
included in setting policy and developing legislative and regulatory 
requirements. Numerous options exist for reforming committees, including 
ensuring adequate committee funding and staffing; loosening party discipline; 
providing a stronger role in the scrutiny of budgets, draft regulations and 
legislation; and providing for committee oversight over regulations. The 
province must revisit the committee system to ensure that it permits fuller 
deliberation of the hard choices that are facing Ontario. 


Civic engagement not only includes an improved committee system. It’ 
also requires that the public be educated and informed. 


(27) We recommend that the province build on its successful program for civic 
education in primary and secondary schools and extend the program to immigrants. 


(28) We recommend that the province strengthen its mechanisms for disseminating 
accessible and useful policy information to the public. This would include the 
dissemination of information via provincial freedom of information legislation, with 
appropriate attention given to legitimate privacy concerns. As addressed in the 
discussion on Smarter Government, below, we also recommend increasing the 
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accountability and information mechanisms surrounding the use of private actors in the 
provision of public services. 


Government's use of information technology has been much debated 
recently. Information technology has potential benefits for government but also 
carries risks. Information technology is clearly beneficial in communicating 
information on government policies and programs to the public quickly and 
relatively cheaply. There is also the potential to enlist technology for voting and 
policy consultations. However, both e-voting and e-consultation are still in their 
formative stages and raise a variety of concerns about privacy, reliability, and 
fairness. Government should therefore exercise extreme judiciousness in its use 
of information technology. 


(29) We recommend that the province continue to expand its use of information 
technology in providing access to information for citizens. 


(30) We recommend that the province use caution with respect to internet voting as 
one method in a multi-channel approach to civic engagement. The government must 
ensure that security and reliability concerns and the varied distribution of internet access 
are addressed. 


The above recommendations are aimed at strengthening representative 
democracy — the core institution in making collective decisions in Ontario. As 
discussed, we believe that extensions to representative democracy should play a 
limited supplementary role. These extensions include forms of direct democracy, 
such as referenda, and of deliberative democracy, such as citizens’ juries. 


(31) We recommend that direct democracy be used only where fundamental changes to 
the nature of Ontario’s institutions, such as changes akin to constitutional decisions at 
the federal level, are being contemplated. Further, if referenda are to be used, we 
recommend that the province carefully structure the process so that tt promotes informed, 
reflective and deliberative decision making by voters. 


Direct democracy permits individual citizens to make choices about 
specific policy issues. However, direct democracy raises serious concerns about 
the ability of referenda to address complex policy issues, the role of money in the 
voting process, the loss of democratic debate and the hindering of rational policy 
making. Given the experience with direct democracy in other jurisdictions (e.g., 
California), we believe that its role should be very limited and carefully 
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structured. It should not be used for general policy decisions manageable by 
representative democracy, such as the desirable level of taxes. 


(32) We recommend that new forms of deliberative democracy, such as citizens’ juries, 
play only a limited, well-defined and supplementary role in decision making. The 
province must be attentive to the issue of fair representation of all Ontarians in any such 
use of new forms of deliberative democracy. 


Citizens’ juries are potentially more promising than direct democracy but 
they also raise a variety of concerns about their interaction with the more 
traditional forms of representative democracy. Increasing public participation in 
democratic decision-making has its risks. It can be very costly — both for the 
government and for the public — and it can create unreasonable delays. It may 
also suffer from lack of interest or burn-out on the part of the public. 


(33) We recommend that prior to change, the province consult Ontarians on a wide 
range of potential reforms to representative democracy, such as: 

e changing the electoral system to some form of mixed member proportional 

representation, 

e revising municipal government (e.g., two-tiered government), 

e reform of the legislature (e.g., the committee system), 

e increasing the use of referenda or deliberative mechanisms, and 

© campaign finance reform. 


It would be contrary to the spirit of this Report to recommend reforms 
affecting civic engagement without consulting Ontarians. Public consultation 
could take different forms, such as a special commission with broad 
representation, citizens’ juries or referenda on electoral reform. The point is, 
however, that any reforms should be crafted as the result of a process of robust, 
informed and widespread civic engagement. 
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PART III_ MAKING HARD CHOICES 


A. The Need for Hard Choices 


We have put forth a number of recommendations that seek to enhance the 
knowledge and skills of Ontarians, the communities in which they live, and the 
ways in which they participate in the policy-making process. While adoption of 
the recommendations we have outlined will yield significant and compelling 
future benefits for the province and for the people of Ontario, full 
implementation cannot be accomplished without additional and non-trivial 
public expenditures. For example, one of the Panel’s decisive recommendations 
in the area of education is the need for greater investment in early childhood 
learning. A broad, publicly-financed early childhood education program would 
entail a substantial investment of public funds. Some of the other 
recommendations, such as those related to revitalizing cities, will also require 
additional public spending. Most significantly, all of these investments will need 
to be made in a context of continuing fiscal pressure which jeopardizes the 
maintenance of existing programs, let alone the creation of new ones. 


Against this fiscal backdrop, it behooves us to acknowledge that if the 
government were to commit to our priorities (or some variant on them), it will 
only be able to implement them if it is prepared to make a number of wrenching 
decisions. The reality is stark. Ontario cannot increase expenditures to foster a 
human-capital society and, at the same time, increase or even maintain its 
spending in all other areas (see Figure 2). If Ontario is to realize the benefits of 
our human capital vision, the province must take action in three areas. First, the 
province must examine the need for fiscal and economic reforms, and endeavour 
to reduce its reliance on some older forms of revenue-raising and industrial and 
other subsidies (see Figure 3). Second, we believe that both the provincial and 
municipal governments must provide goods and services in a “smarter” fashion. 
However, while fiscal reforms and working smarter are important, they are 
unlikely to be sufficient. Third, then, Ontario will have to face difficult trade-offs 
in a number of areas, including support for economically unsustainable rural and 
remote communities and spiralling health care costs which threaten to crowd out 
many other areas of needed government expenditure. 
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Figure 2: 2002-03 Expenditures 
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Figure 3: 2002-03 Revenues 
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B. Fiscal, Economic and Environmental Policy 


(i) Taxation 


Ontario’s revenue comes from taxation, federal transfers, provincial enterprises 
and various other fees. The primary source of revenue for the provincial 
government is taxation. The province can and should improve its tax regime to 
support our proposed reform agenda. Tax reforms designed to promote work 
effort, savings and investment, entrepreneurship, technological progress, and 
philanthropy will increase Ontario’s ability to create and adopt new knowledge, 
thus enhancing living standards. Yet, it must also be recognized that the revenue 
generated by taxes provides funding for a number of services critical to 
developing, retaining and attracting human capital, such as education and health 
care. 


However, there is much evidence indicating that Ontario’s tax rates, 
especially with respect to capital, are not competitive with those of competing 
jurisdictions (see Table 1). Relatively high tax rates on labour will impair the 
province's ability to attract and retain skilled human capital. Similarly, relatively 
high taxes on business will discourage the location of corporate and 
entrepreneurial investment in Ontario and encourage their migration to other 
jurisdictions. Further, taxes on business can be shifted to workers, in the form of 
lower wages, or to domestic consumers, in the form of higher prices. A further 
complication is that relatively high levels of taxation on investment, leading to 
lower levels of physical capital, decrease Ontario’s capacity to harness the full 
economic potential of its human capital. The Institute for Competitiveness and 
Prosperity estimates that, since 1991, Ontario’s private sector has, on average, 
under invested in machinery and equipment compared to private investors in 
the United States by 10 percent per year. 


(34) We believe that Ontario should focus tax reform on enhancing the human-capttal 
society and making the system more efficient. A number of principles should guide 


Ontario tax policy, such as: 
e tax rates should be competitive at both a national and an international 


level in order to attract and retain mobile factors of production, like capital 


and skilled labour; 
e tax rates should be neutral across sectors of the economy, creating a broad 


tax base; 
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e the tax system should be transparent so that taxpayers can hold public 
officials accountable for their taxation decisions; and 
e the tax system should be as minimally regressive as possible. 


We recommend that the province should explore a number of tax reforms over 
time, based on the above principles, paying particular attention to the following issues: 
e the competitiveness of Ontario's personal, corporate and capital tax rates; 
e the personal income surtax; 
e PST -GST harmonization; 
e tax differentials between residential and non-residential property; and 
e the use of benefit taxes and user fees, such as in the cases of transportation 
and infrastructure. 


Table 1: Marginal Effective Tax Rates for 2002 
Ontario 
California 


Illinois 


Michigan 


Massachusetts 


Source: Jack Mintz and William Robson, “Ontario’s Future Prosperity: Issues, Changes and Recommendations,” 
(Research Paper No. 7, Panel on the Role of Government, January 2003). 


(ii) Fiscal Federalism 


In addition to taxes, the provincial government receives transfers from the 
federal government. Most federal transfers originate from Canada Health and 
Social Transfer (CHST) payments. Since the early 1990s, Ontario’s government 
has argued with justification that it is not receiving its fair share of transfers from 
the federal government in areas like immigrant integration and EI benefits. 


(35) We recommend that Ontario seek a more transparent and non-discriminatory 
allocation of all federal transfers other than those received through the formal federal 
equalization program with a view to increasing Ontario's share of these transfers. This 
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may involve a shift to per capita federal funding for certain programs across all provinces 
(such as equal per capita funding of immigrant settlement programs). 


In addition, we wish to emphasize one issue that the province will have to 
confront in the future: the increasing importance of cities in attracting 
immigrants and the unique urban infrastructure needs this creates in Ontario 
and which are not addressed in the current federal equalization program. How 
the growing and urgent needs of a number of vulnerable groups in Ontario's 
cities are to be reconciled with Canada’s longstanding commitment to inter- 
regional equalization programs (which results in a significant transfer of net 
resources out of the province) is an issue that the province and the country will 
need to address in the not too distant future. 


(itt) Economic Development Programs 


The current period of economic development is often referred to as the new, or 
knowledge-based, economy, where wealth is increasingly generated through 
innovation. In this economy, the key to success lies in a jurisdiction’s human 
capital resources. The belief that economic growth is now being principally 
driven by ideas, rather than physical factors, has led many analysts to investigate 
how knowledge, innovation and learning are best created and diffused. 
_ Emerging from this interest are theories that knowledge creation is an interactive 
process that is best facilitated through concentrated local (i.e., cities) or regional 
geographical spaces, commonly called “clusters” and “networks”. Within these 
clusters or networks, learning and knowledge are fostered through the 
interactions between individuals and groups in what some have termed 
“regional innovation systems.” 


There is much discussion regarding how government can best foster 
growth in the new economy. Traditionally, governments have intervened 
frequently to support the development of the economy. There are a number of 
rationales used to justify economic development programs, including offsetting 
market power, externalities, information asymmetries, redistribution, and 
offsetting policies of other jurisdictions. Economic development programs can 
take a number of forms, including transfers directed to specific firms or 
industries or subsidies delivered through the tax system via targeted tax 
expenditures. In 2001, the province’s expenditures on direct subsidies to 
businesses amounted to $637 million (see Figure 4); subsidies delivered through 
the tax system are also substantial and possibly of an even greater magnitude 


than direct subsidies. 
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In many cases, it is difficult to determine if government intervention is 
justified. Furthermore, it is difficult to assess the impact of intervention. 
Therefore, while public investments in basic and applied research carried out by 
education institutions and public investments in infrastructure may be justified 
because of the public goods character of knowledge and infrastructure, it is 
unclear how most economic development policies directed at businesses, 
whether designed for the new economy or the old economy, deliver benefits that 
strengthen Ontario’s economy. In fact, it may be that in most cases the costs of 
intervention outweigh the benefits. This is the clear and unassailable lesson of a 
multiplicity of failed government funding programs that, over the years, have 
been earmarked for specific industries. 


(36) We recommend that the province make existing subsidy programs more 
transparent and, over time, phase-out most industrial subsidy programs. 


(37) We recommend that the province continue its role in assisting regional 
stakeholders in the identification and dissemination of information regarding new 
economic opportunities through initiatives like the Ontario Competitive City Regions 
Partnership. However, such initiatives should not be focused on generating wish-lists of 
investments or expenditures by other levels of government, beyond basic infrastructure 
and public services, and basic and applied research. 


(38) We recommend that the province focus its economic development policy on broad- 
based tax relief and tax reforms, public investment in basic infrastructure, public 
investment in basic and applied research (including the commercialization of research) as 
exemplified by the Ontario Research and Development Challenge Fund, and on the 
promotion of education and skills development through investment in life-long education 
and its requisite institutional anchors, such as schools, universities, colleges and cities. 
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Figure 4: Government of Ontario Subsidies to Business 1981-2001 
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Source: Finn Poschmann and William Robson, “Thoughts on the Fiscal Framework for Ontario’s 
Industrial Development,” (Research Paper No. 49, Panel on the Role of Government, January 2004). 


(iv) Small, Rural and Remote Communities 


The sustainability of many small, rural and remote communities in Ontario is a 
matter of considerable concern. While recent population trends do not indicate 
alarming levels of population decline in such communities (see Figure 5), growth 
is largely limited to areas where more than 30 percent of residents commute to 
urban centres. In some communities, a lack of economic opportunities and recent 
demographic trends suggest that population decline will continue and will 
deepen in the future. The provincial government's primary goal in dealing with 
small, rural and remote communities should be to ensure that they have access to 
a reasonable level of public goods and services and programs that assist those 
living in at-risk areas with the challenges of community restructuring. 


The provincial government needs a distinct and comprehensive strategy 
for both sustainable and at-risk small, rural and remote communities. Because of 
the importance of financial self-sufficiency, users of government services should 
pay the full costs for many of these services, with the exception of basic services, 
such as health and education. However, it is not feasible for small communities 
to be responsible for social services and social housing costs. These costs are 
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more appropriately dealt with at the provincial level and the allocation of 
expenditure responsibilities should therefore be revisited. Provincial financing 
in other areas is also essential because of the limited fiscal capacity of small 
communities and their reluctance or inability to use capital markets to finance 
infrastructure. The costs of borrowing are also higher for small communities than 
they are for larger city regions. Smaller communities would, through lower 
capital costs, be the chief beneficiaries of an enhanced OMEIFA. 


(39) We recommend that the province ensure that those choosing to live in at-risk 
communities have access to strong public institutions, such as regional health centres, 
schools and community colleges, that offer comparable core services to metropolitan 
centres. However, the province should phase out regional economic development 
programs, such as the provision of subsidies and tax incentives to businesses, which risk 
promoting permanent government- induced dependency. 


(40) We recommend that the provincial government play an important role in 
providing young people and workers with regional labour market information, such as 
job-search and training program assistance, enabling them to make fully informed choices 
regarding future employment prospects. The province, in co-operation with the federal 
government, should consider providing appropriate transitional arrangements, such as 
those aimed at retraining for those willing to pursue opportunities beyond their home 
_ community. 
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Figure 5: Population of Ontario's Rural Regions, 1981-2001 
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(v) Environmental Policy 

A healthy environment is central to the quality of life of Ontarians. This fact has 
not changed over the past century. What have changed, however, are both the 
nature of the environmental risk and the public’s perception of that risk. 
Beginning principally in the 1960s and early 1970s, increased industrialization, 
population growth and urbanization increased the range of environmental risks. 
New chemicals with unknown environmental impact began being used and the 
growth in industrial activity increasingly degraded the air and water in the 
province. In addition, more information has become available about the actual 
effects of pollution. Both the public and the government have used this 
information to gain a greater understanding of how pollution affects the 
environment and individuals’ health. Attention to environmental issues by the 
government and the public, however, has tended to rise and fall in cycles as the 
environment competes for attention with other public policy concerns such as 
economic growth. According to the Conference Board of Canada, Canada fares 
well internationally on a few environmental indicators such as fertilizer and 
pesticide use and threatened bird and fish species. Unfortunately, while Canada 
views itself as environmentally advanced, it in fact tends to fare poorly on most 
other environmental indicators in international rankings among developed 
- countries. 


Ontario will be faced with a range of environmental challenges over the 
next 10 to 15 years. For example, following the Walkerton tragedy, the Ontario 
government enacted more stringent requirements for the safety of drinking 
water. Ontario continues to work to implement the recommendations of the 
Report of the Walkerton Inquiry (under the Honourable Dennis O’Connor), 
including actions to protect sources of water in the province. 


The government must also address environmental issues with respect to 
the quality of air, ranging from smog to climate change. The health benefits of 
taking action on these issues are potentially very large. However, the full cost of 
such regulation, such as implementing the Kyoto Accord on climate change, is 
not yet known but may be significant. Further, as the recent and highly 
publicized debate over the northern land fills and waste shipments to Michigan 
demonstrate, the province continues to struggle to find ways to deal with its 
large amounts of municipal and industrial waste. In addition, Ontarians must 
address other seemingly disparate environmental issues such as their heavy 


consumption of natural resources (such as water and energy) and the harm to 
ecosystems and endangered species. 
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The government will need to attend to these and other environmental 
problems over the coming years in order to protect Ontarians now and in the 
future. Many of these issues are related to urbanization. A complicating factor is 
the diffusion of pollutants across jurisdictional boundaries. For example, the 
smog that affects Ontario arises in part from sources in the United States. The 
province must take proactive measures to confront these issues now as 
environmental concerns are likely to intensify in the coming years. 


Our recommendations governing environmental issues stem from the 
general themes of the Report and, in particular, the discussion of Smarter 
Government, below. We believe it is incumbent on the province to play a strong 
role in setting environmental standards where there is a risk of irreversible harm 
to human health or the environment. However, even in such cases, the 
government should be attentive to the form and content of the regulations. A 
broad form of cost-benefit analysis, taking into account input from interested 
parties, can aid in developing more effective environmental regulations. 


(41) We recommend that the province adopt mandatory cost-benefit analysis as a 
feature of its promulgation of environmental regulations in order to facilitate better 
regulatory decisions by ensuring that the regulations are necessary and appropriate. In 
order to allay fears that a cost-benefit analysis may lead to a lack of regulation because of 
the inability to measure costs or benefits, the cost-benefit analysis should take into 
account both quantifiable and non-quantifiable costs and benefits (such as equity in the 
distribution of environmental risk). The development of such analyses should involve 
stakeholders and the results should be available to the public in order to enhance 
deliberation and restrain disproportionate influence by interest groups. 


However, even with cost-benefit analysis, the government will lack much 
of the information needed to draft detailed regulations governing environmental 
controls, particularly on the costs of environmental regulations for all parties. 
Further, government standards can hinder innovation in pollution control. 
Market-based tools, such as tradable pollution permits and pollution taxes, can 
create incentives for individuals to reduce environmental harm, including the 
development and adoption of innovative technology. 


(42) We recommend that the province rely to a greater extent on market-based 
instruments for regulating environmental issues. The instruments include 
environmental taxes on emissions and user fees (such as on water and sewer use), both of 
which force individuals to confront the costs of environmental harm and consumption. 
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Further, the province should continue to work towards use of marketable pollution 
permits, such as in the area of air pollution. However, the province must also take 
account of the accountability and democratic issues surrounding these instruments. 


Because there is uncertainty about the actual cost and nature of the 
environmental harms that are the subject of market-based instruments, the 
government must ensure that the processes by which these instruments are 
developed are fair and that the views and interests of the parties affected by 
these instruments are taken into account. There are heavily contested value 
trade-offs underlying these instruments, such as the “optimal” level of air 
pollution, and these trade-offs need to be made in a transparent and accountable 
manner. 


Both regulations and economic instruments, such as taxes and user fees, 
fail to fully leverage the ability of individuals to make decisions about the 
environment. For example, consumers can make decisions about whether they 
want to buy products produced by companies that do not have particular 
environmental safeguards in place or by companies that are known to cause 
harm to the environment in their manufacturing process. In addition, individuals 
can decide to sue firms that have caused them harm. Such actions by individuals 
can reveal public preferences that force companies to go beyond regulated 
actions (such as minimum emissions standards). Moreover, reflecting the theme 
of individual responsibility, individuals should be encouraged to make decisions . 
about the type of environment they wish to foster. However, individuals need 
information if they are to be able to make informed and environmentally- 
conscious decisions. 


(43) We recommend that the province build on the existing tools for providing 
information to the public on environmental issues. The province should expand on its 
program for obtaining and disseminating information on emissions from particular 
facilities (such as under the air emissions and reporting regulations) and on the 
information provisions of the Environmental Bill of Rights. However, the province 
should review the content of, and the manner in which, the information is disseminated, 
taking into account, for instance, that individuals may overreact to information on 
environmental issues in instances when the risk is quite small and that individuals may 
find it difficult to understand, access or use this information. 
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(vi) An Electricity Framework 


(44) We recommend that the province articulate a clear and consistent policy for a 


reliable, competitively priced, fiscally prudent and environmentally sound electricity 
system. 


For decades, Ontario’s electricity policy has been characterized by 
confusion and inconsistency. The province has undertaken numerous reviews of 
the electricity sector over this time period, including, most recently, the 
MacDonald Taskforce, a provincial government White Paper, Ontario’s Market 
Design Committee and the recent review completed by the Electricity 
Conservation and Supply Task Force. Still, a coherent and comprehensive policy 
addressing the province’s electricity needs continues to elude the province. 


There is little doubt that the past and present failure to articulate a clear 
and consistent strategy has compromised Ontario’s economic prospects by 
discouraging investment. More importantly, the absence of a prudent and 
sustainable energy strategy will expose Ontario to massive and unnecessary 
fiscal obligations. In the face of this enormous financial burden, the province will 
be compromised in its ability to operate programs that are critical to expanding 
the province’s investment in its people, such as health care and education, and 
will be hindered in its ability to maintain competitive tax rates. 


The province’s electricity system requires billions of dollars in electricity 
transmission and generation investment. Almost all of Ontario’s existing 
generation capacity will be retired from service or will require substantial 
refurbishment over the next 30 years. In addition, transmission network 
reinforcement is necessary to ensure future supply reliability. The province lacks 
the fiscal capacity to undertake all of these investments itself without making 
unacceptable trade-offs with funding in other vital areas, such as healthcare and 


education. 


The history of electricity in Ontario has been fraught with massive public 
write-downs of debt associated with government investment in electricity. At the 
time of industry restructuring in 1999, the province had an estimated $19.4 
billion of stranded electricity sector debt left by the state-owned electricity 
monopoly Ontario Hydro. Recent estimates indicate that the stranded debt has 
grown to $20.2 billion. The massive cost overruns and delays in completing the 
Darlington nuclear station contributed greatly to this debt. The facility was 
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completed almost a decade behind schedule at a final cost of approximately $14.4 
billion, roughly 3.7 times more than the inflation-adjusted expected cost of 
construction. 


The province’s electricity sector has not shown signs of improved 
performance following the restructuring of Ontario Hydro into two new state- 
owned companies, Ontario Power Generation (OPG) and Hydro One, in 1999. 
This is best illustrated by OPG’s efforts to restore the four Pickering “A” units to 
active service (as documented in the recent Pickering "A" Review Panel Report). 
In 1997, the estimated total cost of the project was $780 million with the first unit 
returning to service in June 2000. The first unit to be restarted actually did not 
return to commercial service until September 2003. The total cost of returning all 
four units to service is now estimated to be $3 to $4 billion dollars with the last 
unit scheduled to return to service between October, 2006 and August, 2008. 
Additionally, since beginning its operations, Hydro One has_ spent 
approximately $500 million acquiring local electricity distribution companies. 
Arguably, these funds would have been spent more prudently on improving the 
transmission grid or paying down electricity sector debt. 


The experience of electricity sector investment in Ontario clearly 
underscores the risks to taxpayers and consumers of entrusting this task to the 
province and state-owned enterprises when appropriate oversight mechanisms 
are not in place. The billions of dollars lost through inappropriate investments 
could have been much more fruitfully redirected to more pressing public 
investments in social and physical infrastructure, as well as tax relief and tax 
reform. To put the magnitude of the impact of electricity sector spending in 
perspective, the new 600-bed hospital in Brampton will cost approximately $420 
million to build. Our proposal for full-day senior and junior kindergarten for all 
four and five year olds, across the province, will require about $1 billion a year in 
new spending. 


In May 2002, Ontario’s retail and wholesale electricity markets were 
opened to competition. However, as a result of a “perfect storm” shaped by 
almost a decade of artificially suppressed prices subsidized by taxpayers, a lack 
of investment in new generation facilities, the Pickering restart delays, and a 
record hot summer that reduced hydro-electric generation capacity and 
increased demand, prices dramatically increased soon after market opening 
because provincial generation capacity was unable to satisfy demand. In 
response, the government lowered and froze the retail price of electricity for low- 
volume consumers and other designated consumers, such as municipalities, 


Panel on the Role of Government 46 


universities and colleges, public and private schools, hospitals and registered 
charities, at 4.3 cents per kilowatt hour (kWh) until at least 2006. The total cost of 
maintaining the 4.3 cents per kWh price freeze, as of November 1, 2003, was 
approximately $1.74 billion. Approximately $800-million of the freeze was 
financed by taxpayers because the province had to finance much of the difference 
between the frozen retail price and the wholesale price of electricity. The price 
freeze also removed incentives for low-volume consumers to conserve electricity, 
which had started to occur during the period of higher prices. 


As a result of decisions by the new provincial government, Ontario 
consumers will shortly begin to pay higher government-administered electricity 
prices. Beginning April 1, 2004, users covered by the 4.3 cent price freeze will pay 
4.7 cents per kWh for the first 750 kWh of electricity consumed per month. For 
use above that level, consumers will pay 5.5 cents per kWh. The interim rate 
regime will prevail until the Ontario Energy Board develops a new electricity 
pricing plan by May 1, 2005. By bringing retail prices closer to market levels, the 
new pricing represents an improvement in promoting the efficient use of 
electricity, but it is not an answer to the province’s long-term supply problems. 


(45) We recommend that the government make the option of market-based pricing, 
with peak and off-peak rates, available to all electricity consumers to promote 
conservation and consumption shifting, being sensitive to the impact of such pricing on 
low-income users. Market-based pricing (as in natural gas, oil and gasoline) should also 
be pursued because taxpayers should not subsidize electricity consumption and 
production. We believe that such pricing will also make it more economically feasible to 
invest in renewable generation facilities, such as wind, biomass, and solar power, in the 
province. | 


Ontario needs a retail pricing structure that creates the appropriate 
demand-side incentives for consumers to reduce consumption, shift the time of 
consumption, and use products that conserve electricity, and creates supply-side 
incentives for businesses to develop energy-efficient products (including 
improved generation technology). This will reduce the need for additional 
generation and transmission capacity. The proper pricing environment entails 
charging customers prices based on supply and demand conditions at the time of 
consumption using time-of-use pricing. In such a system consumers must 
possess interval meters that record the amount and time of electricity use. 


(46) We recommend that the province adopt measures to encourage greater private 
sector investment in the electricity sector in order to harness effective capital market 
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scrutiny of generation investment. While we have differing views regarding the 
desirability of privatizing Ontario Power Generation, we believe that the private sector 
has an important role to play in the promotion of a competitively priced market for 
electricity supply and in diversifying risk rather than relying on decisions by a single 
dominant supplier. Creating such an environment will necessitate a reduction of OPG’s 
dominant position, irrespective of whether the company is publicly or privately owned. 
The province must also work to streamline and harmonize regulations between other 
governments where significant regulatory overlap exists, such as environmental 
assessments, to facilitate the construction of new generation facilities. 


The current environment requires the provincial government to modify its 
role in supplying Ontario’s energy needs. This is critical given the government's 
commitment to phasing out the province’s coal generation facilities, which 
represent approximately 25 percent of the province’s generation capacity, by 
2007. Estimates indicate that replacing Ontario’s coal generation facilities will 
cost between $10 billion and $15 billion. 


(47) We recommend that the province undertake a comprehensive review of the costs, 
including the environmental and health costs, of different fuel sources so that these 
sources may be priced to reflect these costs. We further recommend that the results of 
the review be made widely available to the citizens of Ontario. With such information 
consumers should have the option of paying higher prices for renewable generation, if 
they wish to do so. We believe that such a review, in conjunction with market-based 
pricing and increased private sector participation, will serve as a strong impetus for 
promoting a more diverse supply mix and expanded use of renewable generation in 
Ontario. 


The province should not become inappropriately dependent on any 
particular technology or fuel source, especially when the reliability of the 
technology is unproven and when the byproducts of the generation process may 
have serious, long-term, negative consequences for health, safety and the 
environment. Ontario currently relies heavily on nuclear and coal generation to 
supply its energy demands. The province’s nuclear plants have a long history of 
extreme cost overruns and poor performance, as exemplified by the construction 
of the Darlington facilities and the Pickering restart. Coal plants produce 
emissions that damage the environment and health. Ontario needs to diversify 
its supply mix and increase its use of renewable generation, such as biomass, 
wind, and solar power. However, in the present state of technology, the cost of 
renewable generation, which has environmental and health benefits, is typically 
more expensive than that of traditional fuel sources, such as coal. 
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(48) — We recommend that the province work with the public and stakeholders to develop 
a plan for transmission grid maintenance and expansion, including the exploration of 
increased linkages with Quebec, Manitoba and neighbouring U.S. states. The province 
must also work to streamline and harmonize regulations between other governments 
where significant regulatory overlap exists, such as environmental assessments, to 
facilitate the construction of new transmission infrastructure. 


The province must develop a strategy for the expansion and maintenance 
of its transmission grid. Some regions of Ontario, including the GTA, require 
transmission network reinforcement in the near future to ensure supply 
reliability. Grid expansion is also necessary to increase the province’s electricity 
import capacity to expand and diversify sources of supply, supporting a 
competitively priced electricity market. Enhanced import capacity will increase 
system reliability because the province will have access to additional generation 
resources in cases of unexpected domestic outages and extreme weather. 


C. Smarter Government 


When government decision-making is refined, fiscal space often becomes 
available for tax relief and human-capital development programs. Better 
_ decision-making ensures that citizens receive high-quality public goods and 
services at the lowest cost. In addition, it reduces the cost burden on private 
actors to comply with regulatory requirements where possible. The need for 
“smarter” government—that is, government that is responsive to these 
concerns— applies to goods and services procurement, regulations, and service 
delivery. Here, we address four key elements of smarter government: 
government regulation, public service accountability mechanisms, the use of 
private parties to deliver public services, and the capacity of the public service. 


(i) Regulation 

During the postwar period, governments have regulated in an increasingly wide 
range of areas including occupational health and safety, the environment and 
consumer products. In some instances, regulations are appropriate and 
necessary to protect the public. But, even where necessary, regulations must be 
effective, transparent, and take into account the impact on the general public and 
business. As well, regulations must permit the development of new technologies. 
In certain circumstances, regulations can operate to improve societal welfare by, 
for example, addressing consumer risk from unsafe products. However, 
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regulations also have the capacity to diminish economic prosperity by being 
excessively onerous. Regulations can impose high compliance costs, which act as 
a barrier to entry and discourage investment. They can also provide ongoing 
benefits to private parties at the expense of the public interest. 


The costs and benefits, both public and private, require consideration 
when developing regulations. The previous provincial government created the 
Red Tape Review Commission (now the Red Tape Secretariat) to enhance 
regulatory design and eliminate outdated regulations. However, a more 
comprehensive framework is now required to ensure the appropriate use, design 
and implementation of regulations in Ontario. 


(49) We recommend that the province adopt a mandatory, broad-based form of cost- 
benefit analysis when contemplating future regulation in order to facilitate better 
decision making. To increase transparency and fairness, such analysis should involve 
stakeholders. As advocated in Recommendation 41, the results should be made available 
to the public to enhance civic engagement in the development of public policy. The cost- 
benefit analysis should also encompass both quantifiable and non-quantifiable factors, 
such as equity in the distribution of risk. 


(50) We recommend that the province, to the extent feasible, identify and employ 
incentive-based forms of regulation, such as the user fees discussed for water and sewer 
use and tradable pollution permits. In addition, we recommend that regulated parties pay 
their fair share of the province's costs of regulation (such as the costs of the approval 
process and enforcement). 


These sorts of regulations can encourage parties to find the least costly 
means of meeting policy objectives and to innovate in meeting these objectives. 


(51) We recommend that the province also work to streamline and harmonize 
regulations between other levels of government where significant regulatory overlap 
exists, such as environment assessments. 


(ii) | Public Sector Accountability 


A key component of smarter government is ensuring that public services are 
delivered in the most efficient manner, in terms of cost and quality, to the 
citizens of the province. An important aspect of smarter government in general, 
and of an efficient service delivery system in particular, is the creation of a 
strong accountability framework. All providers of public services, whether 
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within government itself or within a related agency or sector, such as hospitals, 
universities and social services, should be accountable for the delivery of their 
services. Currently, Ontario’s ministries and agencies are required to undertake 
annual business planning and performance measurement. However, there is 
some skepticism about the practical utility of business planning and performance 
measurement. Performance measures tend to be input-focused and change 
frequently, thereby hindering comparisons over time, and are of limited 
relevance to citizens. Further, the development of performance measures and 
targets are largely the responsibility of individual ministries and agencies, 
making performance comparisons among ministries and agencies difficult. 


(52) We recommend that the government continue to pursue performance measures 
for ministries, agencies, and the broader public sector. In order to be effective, the 
performance measures should be consistent across the public sector and thus amenable to 
meaningful comparisons between public sector entities over time. Further, clear outcome 
measures that are relevant to consumers of public services should be developed. 
Performance results should be supplemented with further evaluation when there is 
uncertainty regarding the effects of a government program, such as whether it led to the 
results observed, and when the program fails to achieve the desired results. : 


(53) We recommend the continued use of information technology for the dissemination 
of information on public programs to enhance transparency and accountability. 


Improving the accountability and performance of government activities 
requires an effective means of evaluating government performance. In some 
cases, current measures of performance rely on narrow forms of cost-benefit 
analysis, to the exclusion of other evaluative instruments, and may not be 
effective. Such narrow cost-benefit analysis is not always appropriate for the 
evaluation of policy and service delivery. In many cases, results cannot be 
expressed quantitatively and evaluation needs to take into account qualitative 


views of interested parties. 


(54) We recommend that Ontario develop a more deliberative approach to evaluating 
government performance, using cost-benefit analysis, with broader deliberation involving 


the public and stakeholders. 
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(iii) Private Delivery of Public Services 

A further element of “smarter government” involves the use of the private sector 
to deliver public services. The province faces many challenges, including fiscal 
and infrastructure challenges, and should be prepared to consider the full range 
of options available for service delivery, including public-private partnerships 
and privatization. The province lacks the fiscal capacity to adequately fund 
public delivery of all public services. Consequently, some form (or forms) of 
private sector involvement is a necessity. The private arena includes the for- 
profit and the non-profit sectors. We are aware of successes and failures of 
alternative service delivery arrangements in Ontario, Canada and other 
jurisdictions, and think they should be examined with a view to a made-in- 
Ontario approach. The use of private actors to deliver public services requires 
strong public accountability mechanisms to ensure that the public interest is 
being served. 


Two increasingly popular service delivery arrangements that involve the 
private sector are contracting-out and public-private partnerships (P3s). 
Contracting out occurs when the government purchases services under contract 
from a private actor but remains accountable for the delivery of the services. P3s 
occur when the government enters into a formal partnership with private parties 
to provide services and each party contributes resources and shares the risks and 
- rewards. Private sector participation (both by for-profit and non-profit 
participants) in the delivery of public services has the potential to enhance the 
quality of public services and lower the costs of delivering these services. 


In addition to contracting out and P3s, the province could move out of the 
hybrid arena of private-public delivery relationships and could privatize public 
services. In fact, very limited privatization has occurred within Ontario. Overall, 
recent policy decisions, such as cancelling the privatization of Hydro,One, have 
reduced Ontario’s credibility with respect to privatization initiatives. In the 
current setting, the province may have difficulty in attracting interest in future 
private sector service delivery initiatives. Further, there is significant public 
skepticism regarding the benefits of privatization. If the province does privatize 
the delivery of a public service, it will have to demonstrate clearly to its citizens 
that private sector delivery yields net benefits over public sector delivery. 


A related issue is deregulation. Deregulation typically involves the 


transition of an industry from a vertically integrated government or private 
monopoly to that of a competitive market (such as electricity). The transition 
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from regulation to competition is a difficult and protracted process. A successful 
transition requires resolution of a number of complex issues, such as determining 
the components of a market that can be made competitive, monitoring market 
power, and determining the pace and extent of deregulation. The failure to 
address these issues adequately can lead to a less efficient outcome than the 
formerly regulated market. In some cases, the transitional problems are so acute 
that, even if technical issues are addressed properly, political pressures may 
result in government re-regulating the sector. 


(55) We recommend that Ontario pursue further use of the private sector (both for- 
profit and not-for-profit sectors) in the delivery of public services through contracting 
out, P3s, privatization and deregulation. So long as effective public accountability 
mechanisms are in place (which ensure fidelity to public concerns), private for-profit and 
not-for-profit providers should be able to compete for the delivery of many public goods 
and services. 


Public accountability mechanisms need to be improved. The numerous 
accountability problems encountered, including conflicts among ministries, 
labour unions and the provincial Auditor, combined with Ontario’s relative lack 
of experience with public-private arrangements, indicate that better public 
information, project oversight, transparency and accountability mechanisms are 
urgently needed. 


(56) Werecommend that the province adopt an independent review process to monitor 
its service delivery arrangements with the private sector in order to ensure that these 
arrangements provide demonstrable benefits over traditional public sector delivery. To 
increase transparency, the results of reviews should be made available to the public. 


Publicizing the reviews will enhance civic engagement in the 
development of public policy. It will also inhibit the use of opportunistic 
arrangements, such as projects initiated to engage in off-book financing or to 
provide unwarranted subsidies to a domestic firm or industry. Finally, a public 
review process would act as a safeguard to prevent the rejection of private 
service delivery arrangements on inappropriate grounds, such as rejection of a 
private delivery provider based on unreflective ideological grounds. 


Panel on the Role of Government 53 


(iv) The Public Service 

Each administration will have differing political views on how broadly or 
narrowly the provincial government should be involved in the social and 
economic life of the province. Regardless of these differences, the government of 
the day will continue to rely on its own employees, the Ontario Public Service, 
for advice, to develop and implement its policies and to ensure the efficient 
operation of government. However, there is much concern over a looming 
retirement bulge for senior and more experienced civil servants. This problem 
has been exacerbated by periodic hiring freezes and layoffs that have severely 
limited the number of younger employees available to take the place of those 
who are leaving. Moreover, since the government has not been an active recruiter 
in recent years, most university graduates no longer consider the possibility of a 
career in the public service. It is encouraging to note that on the few occasions 
when the government has attempted to recruit younger staff, as it did, for 
example, for the Internship Program, the response was overwhelming. 


In order to ensure that the province will have the best workforce available 
to meet the challenges ahead, the government will have to take steps to reinforce 
the value of public service and will have to update its human resource policies 
- and practices. Changing demographics, a changing family structure and changes 
in technology will require greater emphasis on human resources in the future. 
Many aspects of human resource management will no doubt need to be 
reviewed, including: development and training for senior and mid-level 
managers to lead change; the relationship between the government as employer 
and its bargaining units; the impact of compensation philosophies on 
recruitment and retention; proactive campus recruitment strategies designed to 
attract some of the best and brightest young Ontarians into the Ontario public 
service; and the capacity of the government’s own human _ resources 
practitioners. 


By its very nature, our electoral system, with its 4 or 5 year mandates, can 
result in a disproportionate focus by governments on the immediate and near- 
term. However, many public policy matters extend beyond the life of a single 
electoral cycle and the full implications of decisions taken (or not taken) may not 
be felt for years or decades. The public service, which transcends both the politics 
and duration of the electoral cycle, has a critical responsibility to be the steward 
of the longer term. The public service is also responsible for the protection of the 
public good and should be supported in this role. Appropriate support requires 
the allocation of resources dedicated to long-term planning, the implementation 
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of a system to ensure the transfer of knowledge, greater emphasis on civil service 
innovation, the development of interprovincial, federal-provincial, international 


and intergovernmental contacts, and greater tolerance of risk taking and critical 
thinking. 


The OPS must be prepared for, and committed to respond to, the changes 
that will take place in Ontario over the next 10 to 15 years. To respond to change 
in all its forms —i.e., societal, demographic, economic, global - civil servants at all 
levels must share a common set of values. 


(57) We recommend that the province take the following actions to ensure that Ontario 
is able to attract, retain and motivate a high quality and non-partisan public service: 


e Adopt measures to enhance public regard for, and appreciation of, Ontario's 
public servants, such as initiatives designed to provide the public, media and 
politicians with a greater understanding and appreciation of the challenges 
public servants face and the contributions they provide. 

e Develop improved compensation programs for public servants, including the 
continued use and development of performance-based pay systems. Improved 
forms of compensation will assist in the recruitment and retention of a high- 
caliber public service. 

e Form effective partnerships with Ontario’s educational institutions, including 
student employment programs and on-campus recruitment, as a means of 
attracting new, young recruits into the public service. 

e Encourage employees to further their personal development through support 
for career-long learning, including support for individual learning; exchanges 
with private and broader public sector organizations; interjurisdictional 
contacts; and research sabbaticals/publishing. All of these initiatives will also 
contribute to enhanced policy development and program administration. 

© Provide more resources for flexible forms of organizational structures and 
compensation plans in order to facilitate horizontal policy development and 
program delivery. 

e Consolidate Ontario public service human resource functions into one entity 
to improve capacity, and invest in this entity responsibility for recruitment, 

" retention, succession planning, knowledge transfer and career development. 

e Support the public service in its critical roles of steward of the longer term 
and protector of the public good. Support can be in the form of resources 
dedicated to long-term planning, assuring appropriate knowledge transfer, 
greater emphasis on civil service innovation, and greater tolerance of risk 


taking and critical thinking. 
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© Revise and modernize the Public Service Act, including making provisions for 
matters relating to political neutrality, public comment and whistle blowing. 

© Develop a definition of the future state of the Ontario Public Service in terms 
of its attributes, its profile and its role in supporting the government of the 
day and update the OPS common set of values in this context. 


(58) We recommend that the provincial government constitute a Strategic Planning 
Unit in the Cabinet Office. This entity would create policy making capacity at the centre 
of government, removed from the day to day operations of specific departments, and have 
a forward looking policy focus, mitigating the silo effects in government ministries and 
agencies and providing better integration of long-term policy initiatives. The Strategic 
Planning Unit would undertake a number of functions, such as reviewing government 
operations regarding the enhanced use of the private sector (both for profit and not for 
profit sectors) and adopting a framework for identifying and dealing with community 
restructuring for at-risk small, rural and remote communities. 


D. Health Care 


Over the past year or so, there have been a number of major reports on the health 
care system in Canada: the reports of the Romanow Commission on the Future of 
Health Care in Canada (the “Romanow Report”), a Senate Standing Committee 
Report on the State of the Health Care System in Canada (the “Kirby Report”), 
the Alberta Premier’s Advisory Council on Health and the Saskatchewan. 
Commission on Medicare. This Report cannot, and should not, redo the work of 
these committees. Rather, it draws upon this body of work to connect the health 
care system to our vision of a human capital society and to identify the directions 
the province should take in light of the coming challenges. 


An effective, efficient and accountable health care system is an 
indispensable component of our vision for the province. Increasingly in the 
future, the health care system will pose a challenge for the province and for 
individual Ontarians. In a system stretched to capacity, each and every Ontarian, 
as well as the province itself, will bear responsibility for ensuring that the health 


care system is managed responsibly so that it can continue to meet its obligations 
to all Ontarians. 


(i) Health Care Spending, Drivers and Challenges 


Difficulties with the health care system seem constantly to confront us. There are 
arguments between the federal and provincial governments over levels of 
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funding, articles on the pernicious effects of waiting lists, questions about the 
current quality of care and fears of a slide to a USS. style of health care that fails to 
offer universal coverage. A major concern is the continued escalation of 
provincial spending on health care. Health care has risen from approximately 29 
percent of total provincial spending in Ontario in 1977 to approximately 38 
percent by 2003. Increased spending on health threatens to delay or reduce 
expenditures on many other government programs including the priority that 
this report argues should be placed on education and cities. For example, over 
the same period that health expenditures rose to nearly 40 percent of provincial 
program spending, the share of the provincial budget devoted to education fell 
from over 25 percent of the budget to under 20 percent. 


There is further cause for concern going forward. Numerous studies 
suggest that the increase in health care spending will continue in the coming 
years. For example, the Conference Board of Canada estimates that 
provincial/territorial health care spending will increase from 32 percent of 
revenue in 2001 to 44 percent by 2020. Ontario will have to meet these demands 
in a renewed era of fiscal constraints. 


The key challenges related to health care spending increases are: 

e Demographics: The two aspects of demographics that will push up health 
care costs are population growth and aging. In a system of universal 
health insurance, the costs of providing the same level of care to all 
Ontarians will rise as the population increases, all other things being 
equal. The Conference Board estimates that overall population growth 
increases the annual nominal health care spending growth rate by 0.9 
percent per annum. Similarly, as the population ages and makes greater 
demands on the health care system, health care costs will rise. There is a 
very real fear that the increasing proportion of elderly will lead to 
spiralling health care costs. The Conference Board of Canada, for example, 
expects that in Canada, aging alone will drive up health care costs by 0.8 
percent per year. However, there are differences in estimates of the impact 
of aging on spending. In addition, the system has some time to adjust and 
we can look to the experience of other countries already facing aging 
populations. Nevertheless, the province must ensure that the health care 
system is prepared to address the impact of aging on spending and 
allocation of resources. 

© Customer and Provider Expectations: Despite ever-increasing health care 
spending, Ontarians continue to expect better, faster, more convenient 
service. These expectations are fueled by the easier access individuals now 
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have to information about new services. In addition, health care providers 
expect to be able to access the best, most effective services for their 
patients. These rising expectations are an important factor driving up 
health care spending. 

e Pharmaceuticals: Expenditures on pharmaceuticals have risen dramatically 
over the 1980s and 1990s, driven in part by increased drug use but also by 
substitution towards newer, more costly drug therapies. The Canadian 
Institute for Health Information found that, nation-wide, spending on 
drugs increased from 9.5 percent of health care spending in 1985 to 15.4 
percent by 2000. Drugs constituted the second highest percentage of 
health expenditures, behind hospitals. This spending on drugs has been 
increasingly financed by the public sector. 

e New technologies: Canada also faces a deficit in many areas of new 
technologies which will impact future health care spending. For example, 
new diagnostic tools lead to greater demand for some services. However, 
while technology has been changing rapidly in recent years, there is 
insufficient information on the exact cost impact of incorporating new 
technologies. 

e Home care: As the population ages, there will be a continued shift from 
hospital care to homecare and long term care for the elderly. The 
Conference Board predicts this shift will further reduce the share of health 
expenditures devoted to hospitals. However, it estimates the share for 
home care services will rise from 4.2 percent to 7.6 percent between 2001 
and 2020. 

e Waiting lists: Waiting lists are both a symptom of difficulties in the health 
care system as well as a source of inefficiencies and concerns. Increased 
waiting times have a variety of effects on patients, including stress, pain 
and, in some cases, reduced health outcomes. In addition, individuals on 
waiting lists often cannot function to the fullest extent of their capabilities 
because of their health limitations, imposing an additional economic cost 
on the individual and on the province. The Fraser Institute’s 2003 national 
hospital waiting list survey indicates that although Ontario has some of 
the shortest wait times in the country, waiting times for medical treatment 
continue to grow, and provinces that spend more per capita on health care 
do not have shorter waiting lists. Although in a publicly funded, 
universally accessible system some waiting times are inevitable and 
acceptable, there are problems with the way in which wait lists are 
managed. There is little consistent way of dealing with wait lists within 
the province or country. Most lists are managed by individual physicians 
and there is little coordination among them. The result is that a patient 
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may be on a specialist’s wait list for an appointment while there are other 
specialists with shorter lists. Further, there is no comprehensive auditing 
of waiting lists to determine if individuals are appropriately listed, if their 


circumstances have changed, or whether they are on more than one list for 
the same service. 


e Human Resources: The health care sector is facing significant shortages of 
skilled workers and prospects for shortages are likely to worsen in the 
near future. This shortage is especially serious in the case of nurses but 
also relates to physicians and other health care professionals. Moreover, 
the lack of health professionals is considerably worse in some parts of the 
province than others. This shortage is due to a range of factors, including 
the aging of the current stock of health care professionals, the increasing 
number of female physicians, some of whom tend to work fewer hours 
than males, a reduction in training positions, barriers to accreditation of 
professionals trained in other countries, deteriorating working conditions 
and increased international competition for health care professionals (in 
part leading to a “brain drain” to the U.S.). These shortages will play a 
significant role in determining the rate of health care cost inflation into the 
future. | 

e Governance: As will be discussed in more depth below, the system faces a 
governance challenge because health care governance and accountability 
are spread across so many parties — the federal government, the provincial 
government, physicians, hospitals, unions and others. Further, even with 
clear lines of responsibility it is difficult to monitor and control use of the 
system because of the lack of adequate information. 

e Patient and Supplier Incentives: Much attention has been focused on the 

_ concern that in the current system the major parties lack the incentives to 
limit or control demand for health services. Because most services are 
covered by OHIP or private insurance, patients face few incentives related 
to the cost of health services. Patients are generally unaware of the costs 
and potential benefits of treatments, and trust their physicians to prescribe 
appropriate courses of treatment without having to consider the financial 
implications. In the absence of other constraints (such as professionalism 
norms, physician shortages), fee-for-service systems may encourage 
physicians to over-service patients. Although physician payment accounts 
for only about 15 percent of total health care costs, physicians are the 
gatekeepers to the system and they exercise considerable control over the 
total resources utilized in health care delivery. Further, hospitals are 
funded on a global budget that does not fully take account of the mix of 
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patients in a given year. Such global budgeting reduces the connection 
between hospitals’ revenues and expenditures. 

e Patient Safety: There is some evidence of a safety concern to patients in 
hospitals due to preventable illnesses contracted and injuries incurred 
while in hospital. According to the Conference Board of Canada, 
international evidence suggests that medical errors or adverse events 
occur in 10 to 16 percent of patient admissions. 

e Environmental Degradation: Declining levels of environmental quality, such 
as increased smog, play a role in increasing the demand for health care 
services. Health Canada estimates that the physical environment 
constitutes 10 percent of the causal impact on individuals’ health. 


(ii) |The Governance Challenge 


While changes to the health care system are clearly needed, there is little 
consensus among the health care experts about the nature or character of this 
change. In this Report, we focus on the governance arrangements in the health 
care system as a key factor in preserving and improving the system. We believe 
that the province needs to improve the transparency and accountability of the 
system. 


Before discussing the governance challenge, it is important to note that the 
high costs and other challenges described above arise in a range of different 
types of health care systems. In terms of overall health expenditures as a 
percentage of GDP and per capita, Canada ranks among the highest spenders of 
OECD countries. For example, in 2001, Canada’s spending on health care was the 
fourth highest of the OECD countries as a percentage of GDP (9.6 percent), 
behind the U.S. (with the highest spending at 13.9 percent of GDP), Switzerland 
(11.1 percent) and Germany (10.7 percent). In terms of the share of total health 
expenditures that are publicly financed, Canada, at 70 percent, was close to the 
OECD and G7 averages, and far above U.S expenditures of 45 percent. The fact 
that other countries have high and increasing health expenditures indicates that 
there is no “silver bullet” for fixing the health care system. It is unlikely that 
better organization or management will on its own solve the health care issue. 
However, the province needs improved arrangements for defining public goals, 
identifying who must achieve those goals and holding those individuals 
accountable for their actions — not unlike our recommendations for the education 
system. 
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When we speak of governance in the context of the health care system, we 
are describing the arrangements required to ensure that the performance of 
organizations in this sector is aligned with democratically determined public 
objectives for the sector. According to polling data, the public objectives for the 
health care sector include equitable and timely access to comprehensive health 
care. The central element of governance is accountability — that is, the systems for 
rewarding or sanctioning those who make decisions. Governance therefore 
requires identifying who is responsible for which aspect of performance, 
information on that performance and the availability of rewards and sanctions. 


We believe that governments will continue to be primarily accountable for 
the health care system and that there is therefore a need to improve 
accountability through the existing democratic institutions. The difficulty in the 
current system is that the responsibilities are diffuse and unclear. Both the 
federal and the provincial governments play a role in health care and each is 
quick to point to the other as the source of problems in the health care system, 
particularly concerning funding. Moreover, accountability is further scattered 
across the many different agencies, unions, associations, hospitals, provider 
groups and individuals who make up the health care system. The variety of 
actors, the complex legislative and commercial scheme of responsibility and the 
squabbling among the parties make it very difficult to determine who is actually 
accountable for which aspects of the health care system. 


A further aspect of the governance challenge is the many agency 
relationships that exist in the health care sector. Patients typically have 
insufficient information about health care and therefore entrust physicians and 
other caregivers with significant responsibility to make decisions on their behalf. 
This scope for decisions is valuable in that it allows physicians to use their 
professional discretion to make decisions on the circumstances of each patient, 
but it also leaves open the possibility of some physicians acting in their own 
interests. Governments attempting to oversee the actions of physicians in order 
to control costs and/or to ensure that the trust of patients is not violated lack the 
necessary information and will typically rely on self-regulatory bodies to provide 
oversight. Similarly, governments have difficulty monitoring the actions of 
hospitals and other institutional providers. This web of agency relationships 
makes it difficult to monitor, let alone control, what happens within the health 
care system even where the lines of responsibility are clear. 


The result has been a move by governments towards a “contract” model 


of accountability. The government contracts for services from various providers. 


Panel on the Role of Government 61 


However, because the province has insufficient information and expertise (such 
as on health outcomes) to monitor these “contracts”, the accountability (or 
agency) problems persist. Further, the stability of the oversight is significantly 
hampered by turnover of senior government officials (both ministers and top 
civil servants). According to the Canadian Institute for Health Information, there 
were 85 health ministers and 79 deputy ministers of health in Canadian federal, 
provincial and territorial governments between 1990 and 2001, with the median 
term for a provincial minister being 25.7 months. To address the difficulty in 
governance across levels of government, the Romanow Commission 
recommended, and the First Ministers have established, a national health council 
to act as an independent body to review the funding and performance of the 
health care system. Ontario is taking some steps in this direction with a new 
Health Quality Council which will monitor access to publicly-funded health care 
(including wait times), examine the state of Ontarians’ health and report to the 
public on health measures. 


The accountability framework for Ontario’s health care system must take 
these agency relationships and informational difficulties into account. It must 
also recognize that different types of providers, such as hospitals, physicians and 
home care service providers, raise different accountability concerns. 


Information is central to improved accountability. The health care 
industry is, by its very nature, information intensive. The most important factor 
in any diagnosis or treatment is information. Information is also important for 
evidence-based decision-making aimed at improving health outcomes. For the 
purposes of governance, however, vital information is currently lacking. The 
province requires better information than it now possesses if it is to create greater 
accountability through the setting of performance targets and the monitoring of 
the attainment of those targets. 


Improvements in the definition and measurement of health inputs and 
outcomes would yield valuable information that, in turn, could be used to 
improve health outcomes and the efficiency of the system. Both the Romanow 
and Kirby reports stress the importance of improved information systems. For 
example, Romanow noted: 


Information is a key ingredient. We live in an age of laser surgery and 
are unlocking the mystery of the human gene, yet our approach to 
health information is mired in the past. We gather information on some 
health issues, but not on others. And much of the information we gather 


Panel on the Role of Government 62° 


cannot be properly analyzed or shared. Indeed, we know far more about 
resources and the dollars being spent than we do about the return on 
those investments. Better information will facilitate evidence-based 
decision making. How can we hold health care managers accountable if 
what they are managing cannot be measured? If we are to build a better 
health system, we need a better information sharing system so that all 
governments and all providers can be held accountable to Canadians. 
(Romanow (2002)) 


Though both Kirby and Romanow were addressing the federal health 
infrastructure and information sharing, their observations are equally applicable 
to the provincial level. The federal and provincial governments should work 
together on joint initiatives to improve the collection and dissemination of health 
information across the province and country. 


Improved information will facilitate the monitoring and evaluation of the 
health care system’s performance. The province should focus on the definition 
and timely collection of data on quality of care, health indicators (i.e., patient 
outcomes), accessibility of care and overall system performance. Care must be 
taken to develop meaningful measures that meet the needs of the system and not 
simply to utilize those data that are most accessible. Accountability and 
responsiveness to the public could be improved by making these data available 
to the public by way of annual reports or “report cards” on the status of health 
care in the province. These report cards would include information on health 
outcomes broken down on the basis of regional and local differences. The reports 
would facilitate dialogue with the public and enable Ontarians to track the 
performance of the health care system over time. | 


In addition, information technology can contribute to the improvement of 
health outcomes. As noted above, waiting lists are posing a challenge to the 
health care system. In order to reduce the added costs and adverse health 
consequences that can be caused when individuals have to wait for necessary 
health care, placement on waiting lists should be assigned on the basis of the 
nature and urgency of each patient’s needs. In order to assess each patient's 
need, and to determine relative placement on waiting lists, the province requires 
information technology to create and manage a centralized booking system for 
services. Hospitals would also benefit from information technology, including 
internet access. Financing of information technology in Canada is below that in 
the U.S. and the U.K. For example, in discussing levels of ICT financing in the 
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health care sector in Canada, the Conference Board reports that the level of ICT 
funding in Canada is less than in other industrialized countries (as a percentage 
of budget financing is 2 percent in the UK and 2 to 6 percent in the U.S. but is 0.5 
to 1.8 percent in Canada) and in other industries. 


(iii) Directions for Reform 

We believe that the province must take a number of steps to respond to 
these challenges and, in particular, to ensure the long-term sustainability of the 
current system. 


(59) We recommend that the province seek enhanced federal funding of health care for 
Ontario and all other provinces. 


Health care constitutes an increasing share of provincial budgets and is 
important to all Canadians. However, there is a structural imbalance between the 
revenues and responsibilities of the federal and provincial governments. The 
federal government has revenues to allow continued investment in health care 
and the province should continue to pursue efforts to increase federal funding to 
the provinces. 


(60) We recommend that the province ensure that it has a framework in place to 
_ undertake the necessary policy and monitoring functions. These functions include: 

e Auditing the quality of health care services in the province, including the 
development of new systems and measures to allow more sophisticated assessment 
of the system’s ability to provide high quality care, timely access, equitable, 
reliable and efficient service and to respond to unpredictable events; 

e Providing recommendations on funding of and clinical practice guidelines for 
new technology (including treatments, equipment and drugs) based on the work 
of national bodies on the clinical and cost effectiveness of such technology; 

e Developing frameworks for the performance agreements, discussed below; and 

e Facilitating negotiations between the Ministry and the various provider groups. 
We are not recommending the creation of an additional intermediary body in the 

health care sector at this time given the number of new bodies that have recently been 
constituted. Rather, the mandate of, for example, the Ontario Health Quality Council 
could be expanded provided that conflicts between standard setting and auditing 
functions can be addressed. The province should assess the operation of the existing 
organizations in five years time and if, at that time, there appears to be a gap or conflict 


in the operation of existing bodies, the province should consider whether a new agency is 
required. 
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Should the province subsequently determine that a new agency is 
required, we would recommend the creation of an independent, non-partisan 
advisory body (as in the education sector). At arms-length, and outlasting any 
one government's mandate, this body can offer a system-wide perspective, as 
well as examining or monitoring local experience; provide advice on 
standardized performance management frameworks; research, develop and 
identify local and international best practices that can be adopted; undertake 
benchmarking versus other jurisdictions (e.g., system and provider efficiency); 
and provide a mechanism for transparency through regular reporting. This body 
could have a full-time chair and permanent body of staff, and be composed of 
representatives of health care providers, health policy experts and other 
stakeholders in the health care area, including members of the public. This 
would be a high level advisory body providing advice on the performance of the 
health care system. 


However, the Panel is concerned with the additional bureaucratic and 
transition costs of creating a new agency given the number of new health bodies 
established very recently. Further, at the national level there are already a 
number of organizations to monitor health care and to assess new technologies 
and drugs. There are certain benefits to having multiple agencies in the same 
field, such as a division of function and the removal of areas of potential conflict 
from the mandates of each agency. For example, the agency that gives advice on 
reforms can be separated from the body that assesses those reforms. However, 
given the proliferation of new bodies in the health care sector, we recommend 
that the province endeavour to rely on its current agencies to fulfill the functions 
described above. The health care system needs a period of stability to determine 
how well these bodies operate. 


(61) We recommend that the province enter into multi-year performance agreements 
with various provider groups with funding for the groups tied to mutually agreed upon 
benchmarks. By entering into agreements with groups of institutions, community service 
providers or other providers, the province could reduce the “silo” effect of a lack of 
integration of service provision. 


Such agreements would clarify the lines of accountability of all parties and 
provide a means for setting public objectives, allowing flexibility for providers 
and increasing integration. For example, performance agreements could aid in 
addressing issues related to the integration of long-term care and home care 
services with hospital care. These issues are increasing in importance given the 
aging of the population. Commitments under the agreements must be made 
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over a sufficiently long period of time that parties have the stability needed to 
both make and be held accountable for decisions. 


Funding under the performance agreements should vary according to the 
type of provider. We do not recommend a specific form of funding. However, 
the province should consider a form of volume-based funding ‘corridors’ for 
hospitals or groups of hospitals. The funding could be tied to outcomes that are 
compared to benchmarks for each hospital’s source population. Further, 
hospitals could be permitted to compete to offer services that are best provided 
at a high volume in fewer institutions. 


In the primary care area, these agreements could be formed with groups 
of physicians and could employ a weighted capitation method of payment. 
Group practice has a number of benefits, such as access to 24/7 service provision 
through the group rather than emergency rooms, closer integration of a range of 
expertise and better accommodation of a range of lifestyles for practitioners. The 
province currently has a capitation system for some primary care groups with 
some weighting for age and sex. Capitation can create incentives for physicians 
to focus on the long-term health of patients since, in the future, health care will 
likely focus more on prevention than treatment. However, it can also lead to 
“cream skimming” in selection of patients because physicians will receive the 
same payment for the treatment of all patients of a given age or sex, regardless of 
the existence of underlying conditions that require more expensive treatment. 
The province should consider increasing the range of weights for capitation, such 
as for various types of long term illnesses, in order to ensure fairer payments to 
physicians and to reduce any incentive to “cream skim” patients who are less 
costly to service. These payments could be based on outcome measures under 
the performance agreements in order to allay concern that the capitation system 
could result in underservicing. Further, and as is currently the case in Ontario, 
capitation payments should be blended with fee-for-service payments for some 
services and bonuses for meeting targets for others (such as preventative 
services). Finally, in order to ensure flexibility for and acceptance by physicians, 
the blended capitation system should be voluntary and the province should 


maintain its system of employing a variety of forms of payment including fee- 
for-service. 
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(62) We recommend that the federal and provincial governments continue to work 
together and expand on joint initiatives to improve the collection and dissemination of 
health information, subject to appropriate safeguards for privacy. These initiatives to 
improve information should: 

e focus on the definition and timely collection of data on quality of care, health 
indicators (patient outcomes), accessibility of care and overall system 
performance; 

e develop information that individuals would find valuable for making health 
care choices, such as information on waiting lists by institution and 
information about individual physicians (such as waiting lists, volume of 
various procedures and outcomes); 

e develop better information for practitioners to use in the provision of care, 
such as care paths, drug interactions and prescribing patterns; and 

e ensure that such information, along with general health information, is 
readily available to Ontarians through sources such as the internet, electronic 
health records or Telehealth. 


The province will not be able to monitor changes in health care quality 
and foster continuous improvement without better measures of outcomes. 
Outcome measures are also necessary if the performance agreements are to be an 
effective accountability mechanism. Absent such measures, the province will be 
forced to rely on purely qualitative measures. The outcome measures should be 
based on existing outcome measures in other jurisdictions (recognizing there are 
no perfect measures) and adjusted through the monitoring of agreements and the 
development of new measures. As well, better information must be made 
available to doctors to allow them to assess their own performance relative to 
their peers and to learn about more effective practices. This information would 
also allow patients to make more informed choices about providers. 


One proposal to improve the availability and quality of health information 
in Ontario is the establishment of personal electronic health records for all 
individuals. Personal electronic health records can provide a systematic record 
of each interaction between an individual and the health system. Authorized 
providers can access the records at any time and the records can be linked to 
clinical support tools and information databases. The potential benefits include 
improved diagnosis and treatments as well as greater efficiency (such as fewer 
needlessly duplicated tests). The greatest challenge from these records is the 
issue of privacy and the province would have to put in place measures to ensure 


privacy of individuals. 
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The province should also provide information that can be used by 
individuals to assist in making informed health care choices. Such information 
may include reports about waiting lists by institution and data about individual 
physicians, such as waiting lists, volume of various procedures (since there is 
some evidence that higher volumes are tied to better outcomes) and health 
outcomes. Further, the province should ensure that such information, along with 
general health facts, is readily available to Ontarians through such sources as the 
internet or Telehealth. Such detailed information is vital if individuals are to be 
able to exercise individual responsibility on health issues. 


(63) We recommend that the province establish an independent, non-partisan taskforce 
to explore demand-side incentives within the context of increasing revenue needs, rising 
expectations of the system and recognition of the potential distributional impacts of such 
incentives. 


Improving information, instituting supply-side incentives and imposing a 
governance structure will take the province some distance in addressing the 
numerous health care challenges we have identified here. However, the 
escalation in health care costs will require additional measures to ensure that 
high quality, accessible health care does not swamp all other government 
priorities. One area of burgeoning cost that bears consideration is the demand 
side of the health care equation; that is, the use, and potential overuse or misuse, 
of the health care system by Ontarians. It will be difficult, perhaps even. 
impossible, to reduce inefficient use of health care while ensuring that beneficial 
use is not deterred. The greatest risk in this calculus is to low income Ontarians. 
However, there are promising models to explore. For example, tax-based 
schemes can use the existing income tax regime to allocate costs for health care 
use. Use of the tax system both lowers the administration costs of the system and 
makes it easy for the government to exempt low-income families from payment. 
If the province is to control health care costs, it must invest resources in a process 
to determine how to constrain public demand and expectations of the system. 


As international experience shows, there is no one perfect structure. All 
systems are experiencing stress and rising costs and face daunting challenges. 
Nevertheless, Ontario must take steps to improve its mix of institutions and 
incentives and build a framework capable of a sustainable health care network. 
Given the state of knowledge in the health care system, the framework must be 


capable of recognizing and making needed adjustments over time with a view to 
continuous improvement. 
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PARTIV GETTING FROM HERE TO THERE 


A. Moving in Stages 


Ontario faces difficult choices in the coming years. The mandate of the Panel was 
to look ahead 10 to 15 years to determine the role of the provincial government in 
the face of new challenges and opportunities. Therefore, we would emphasize 
that this report should be seen as identifying destinations the province should 
aim to reach over time. Some of our recommendations should be implemented in 
the near term to overcome immediate risks to the province and set the 
foundation for the vision we have articulated; others can be phased in over time. 
For example, as we have noted, the province should begin immediately to 
strengthen ECEC through the extension of senior kindergarten into a full-day 
program, followed by junior kindergarten, and the implementation of a 
universally accessible ECEC program for children from age three to 
kindergarten. As well, the province should act immediately to develop a plan to 
deal with coordination issues surrounding land use planning and transportation 
to prevent irreversible decisions related to urban sprawl. 


In addition, the move to a more efficient tax system will involve higher 
taxes for some—the recipients of unjustifiable preferential tax treatment—and 
lower taxes for others—those currently subsidizing the recipients of preferential 
tax treatment. Our recommendations for tax reform are designed to correct the 
perverse incentives existing in the present tax regime and should be 
implemented over a number of years in order to reduce the immediate economic 
impact on groups losing preferential tax treatment. 


The benefits of the human capital focus for some individuals may take 
some time to develop. For example, we have recommended moving towards 
greater use of active labour market adjustment policies and away from income 
transfers, such as unconditional welfare payments. Because there are some 
people who will not be able to take advantage of the adjustment policies, and 
because the benefits of these policies will take time to materialize, the province 
must continue to rely on income transfer programs to some extent. Further, we 
recommend phasing-out industrial and regional economic development 
subsidies; the province must play a role in aiding individuals in these 
communities and industries to making the transition to areas that are 


economically viable. 
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B. Fiscal Feasibility 

Recognizing that some of our recommendations involve significant new 
expenditures by the provincial government, we sought to ensure that our 
recommendations were fiscally sustainable. As a result, we engaged Professors 
Jack Mintz and Thomas A. Wilson of the University of Toronto to assess the fiscal 
feasibility of our recommendations. Mintz and Wilson’s fiscal assessment is 
included in our collection of research papers. It is based on the Ministry of 
Finance estimate that, fully implemented, the total cost of the Panel’s new 
spending initiatives would be about $2.7 billion per year. Specifically, the Panel’s 
recommendations entail increased annual spending on post-secondary education 
of $1.3 billion and increased spending on kindergarten and high school 
education of about $1.1 billion. Other spending initiatives include a child care 
subsidy, costing about $150 million, and a rent subsidy for low income persons, 
also costing about $150 million. Mintz and Wilson took into account in their 
calculations the cost savings measures in our recommendations, such as phasing 
out subsidy programs. Further, they predict that a number of our suggested tax 
reforms will increase work effort and economic efficiency and will generate 
increased income and hence higher tax revenues. However, it should be noted 
that these projections do not take into account the impact of other cost saving 
and accountability measures we have recommended, such as increased use of 
private sector delivery arrangements (e.g., public-private partnerships and 
privatization). 


Mintz and Wilson found that the Panel’s recommendations can be implemented 
over time in a fiscally responsible manner, taking into account inflation and the growth 
of the relevant demographic age groups. Their economic projections indicated that 
the Ontario budget deficit will be gradually reduced over the next few years, 
with a modest surplus achieved by 2008, allowing for the full implementation of 
our major expenditure recommendations. The surplus permitted Mintz and 
Wilson to design a package of tax reforms, such as lowering rates and 
broadening tax bases to ensure that Ontario’s tax system is more efficient and 
remains internationally competitive. Overall, Mintz and Wilson concluded that: 


e The net effect of the Panel’s spending recommendations on the Ontario 
budget would be about $2.7 billion (in current dollars). 

e The Panel’s recommendations (with the exception of the measures which 
reduce the deficit) should not be implemented until the current budget 
deficit has been brought under control. 

¢ The Panel’s other spending recommendations can be phased in over a four 
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to five year period, beginning with the 2006-7 fiscal year (Table 2). 

There is room for tax reductions to be phased in beginning in 2007-8. 

e Over the medium term, there will be sufficient ‘fiscal room’ to 
accommodate the full implementation of the Panel’s recommendations. 


Table 2: Potential Surplus with Revenue Raising and Expenditure Initiatives 
($ Millions) 
Revenue 
Raising 
Measures? 


Status Quo 
Budget 


Expenditure 
Initiatives? 


Projected 
Surplus 
Balance 


2004-5 2S61 Sri] Wail Ome Ten ING eI OPT SET 
2005-6 DikARSS Itoi oP GAH CHUN TELAT RD ROT ee | 
2006-7 1,158 1,259 1,619 

8 , ; 


Jack Mintz and Thomas A. Wilson, “Assessing Expenditures and Tax Reform Measures: A Review,” (Research Paper 
No. 50, Panel on the Role of Government, February 2004). 


a) Revenues gained from eliminating tax subsidies and credits are 
_ indexed by corporate profits. 
b) These expenditures do not include proposed tax reductions. 
Expenditure initiatives are indexed by 2.5% per year to allow for 
inflation and demographics. 


The result of this fiscal feasibility study satisfies our concerns regarding 
the province's ability to implement the ambitious human capital agenda we have 
recommended. Accordingly, we believe that were our public leaders to embrace 
this agenda, fiscal barriers would not constitute a binding constraint on the 
province's realization of many of the benefits that derive from investing in our 


people. 
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Over our province’s magnificent history, we have confronted challenge 
after challenge with decency, with determination, and with imagination. We 
have built, and then rebuilt in response to changing conditions, our industrial 
foundations so that Ontario’s industries offer its citizens opportunities for 
prosperity and material comfort. We have crafted a social democratic state that 
strives to provide compassionate support and protection to our citizens in times 
of poverty, disease and other hardship. We have sought to raise up our citizens 
through education, training and employment. Finally, we have forged a society 
that is, and continues to be, built on wave after wave of peoples who have come 
to Ontario from all corners of the world and who have enhanced the diversity, 
vibrancy and prosperity of our province. In short, our history has been one of 
bold and continuous renewal in the face of challenges that have fractured other 
societies, but have fortified ours. 


The blueprint we have developed offers our leaders and citizens yet 
another opportunity for renewal. Although one cannot minimize the political 
and social challenges that inhere in adopting the program we have sketched, we 
are firmly of the view that the benefits of this human capital agenda will yield 
riches that far eclipse the short-term adjustment costs that will be sustained. To 
achieve this program, the province will have to be sensitive to those citizens who 
will bear disproportionate costs in the transition to a new set of policy priorities 
and institutional arrangements. It will also require broad public understanding 
of the reasons for these transitions and for the costs that are entailed. But, finally, 
and by no means least importantly, it will require inspired public leaders, both 
elected and otherwise, to call on their reserves of courage, principle, and 
imagination so as to be able to provide the leadership that will build public 
confidence and trust in the course we have charted. 


We believe that our province is uniquely situated to embrace the many 
challenges and opportunities posed by a world that is changing rapidly around 
us. The answer that we provide to these challenges, and the way in which we 
respond, is of fundamental importance for Ontarians, both present and future. 
We must work to craft a new and durable social consensus in favour of investing 
in our province’s remarkably diverse people. We close therefore by inviting our 
leaders to take up this challenge, and to allow Ontarians to deepen their capacity 
to pursue the kind of lives that they have reason to value. The citizens of Ontario 
deserve no less. 
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LIST OF RECOMMENDATIONS 


PART II FOSTERING A HUMAN CAPITAL SOCIETY 
A. Strengthening Education 


(1) We recommend that senior and junior kindergarten be made full day, with lunchtime 
supervision included. These programs would be phased in over time, as resources permit, 
initially beginning with full day senior kindergarten, followed by full day junior kindergarten. 
These programs should be free of charge and non-compulsory. Schools may charge parents for 
use of complementary services, such as after school care, but we recommend the provision of 
provincial funding for complementary services to ensure that these programs are available to all 
families. 


(2) We recommend that the Ontario government provide funding to permit the development 
of a network of affordable, high-quality ECEC services below kindergarten age, possibly pursuant 
to a newly developed provincial children’s agenda. These services would be phased in over time, 
as resources permit, initially beginning at age three with the option of moving downwards to 
provide care to younger children if warranted. The funding of these various services should come 
from a combination of public and private financing, with a sliding scale under which people with 
higher incomes pay more. Further, the public money should be tied to a facility's ability to attract 
and retain children. 


(3) We recommend raising the age at which students can leave school or other forms of 
training from 16 to 17, and perhaps subsequently 18, unless they graduate first. 


(4) We recommend that the province re-introduce external curriculum-based exit exams for 
high school graduates as part of an expanded package of outcome-oriented performance indicators. 
These indicators should be relevant to parents, students and employers. 


(5) We recommend a series of reforms to primary and secondary school governance arrangements: 


e The province should continue to set overarching curriculum and general policy 


directions. 


e The province should revitalize school boards in order to ensure there is an effective 
intermediary body between the province and individual schools. School boards are 
currently far too distant and unresponsive to stakeholder concerns —few people know 
who their trustees are or understand what they do. 


© School trustees should have higher salaries to reflect their new responsibilities. 
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e The province should explore an array of alternatives for the appointment and election of 
trustees to ensure greater accountability to a broad range of stakeholders. 


e Boards should play a key role in the coordination of the actions of schools in their 
jurisdiction, aiding these schools in continuous improvement by sharing information and 
best practices and providing flexibility for schools to adapt to local preferences. 


e Every public school should be required to have an active school council with a clear 
mandate. The school council should be comprised of the school principal and parent and 
stakeholder representatives. 


e Schools should enter into three-year performance agreements with their school board 
using a standardized set of criteria to ensure that school leadership is held accountable 
against mutually agreed upon goals. These criteria would be developed by the third party 
body, discussed below. 


(6) The majority of the Panel recommends that the province accord to parents, on a trial 
basis, the ability to initiate a limited number of charter schools within the public school system. 
In accordance with the principles of universal access, there must be no additional private fees for 
attending any schools initiated under this pilot program. | 


(7) We recommend that the province create or extend the authority of a third-party or 
independent body to monitor the functioning of the educational system, including ECEC 
programs, the Boards of Education and the schools. Membership in this body would be drawn 
from stakeholders and from persons with a broad range of relevant professional expertise. The 
design of this body would take into account the potential for conflict of interest that can arise 
when a single body is vested with both standard setting and auditing functions. 


(8) - We recommend a five-part plan to promote excellence in, and to ensure and enhance 
accessibility to, post-secondary education: 


e The province should increase the amount of public money spent on university 
education until its spending is, on average, the highest per capita in Canada on a per 
student basis given the leadership commitment the province should make to human 
capital development. 


© The province should tie the amount of additional public funding for each college or 
university program to performance, based on balanced measures such as student 
satisfaction, post-graduation success in the labour market, the quality of teaching and 
research, and performance improvement plans. Assessments for the performance- 
based funding should be made by an independent expert body. 
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e The province should benchmark its funding of our most promising academic/ 
research programs against comparable programs of international prominence in 
pinnacle public institutions so as to guide public investments in Ontario's programs 


once we have achieved a leadership position in Canada with respect to government 
support for universities. 


e The province should deregulate tuition fees subject to every university and college 
governing council demonstrating that they have a credible access program in place. 
The province should require each governing council to make a public report to the 
government every three years on the effectiveness of its access program. 


e The province should institute a comprehensive income-contingent loan repayment 
program. As well, the province should institute a separate enhanced grant and loan 
program that is aimed specifically at increasing the participation of individuals from 
lower income backgrounds in post-secondary (college and university) learning and 
should provide periodic public evaluation of measurable progress towards meeting 
this goal. Both of these programs should be devoted to ensuring that accessibility to 
education opportunities, the cornerstone of a human capital society, is maintained 
and promoted, in the context of deregulated tuition fees. 


(9) We recommend that Ontario enter into a Labour Market Development Agreement with 
the federal government. 


. (10) | We recommend that the province continue efforts to promote appropriate integration of 
colleges and universities in order to foster choice in education. 


(11) We recommend that Ontario increase its use of Active Labour Market Adjustment 
Policies (ALMAPs) aimed at helping workers adjust to change. In particular, the province should 
develop policies for the provision of extensive labour market information on such factors as 
shortages and surpluses in particular labour markets. It should also invest more in ALMAPs, 
although it should not necessarily deliver them. Further, we recommend that Ontario conclude an 
agreement with the federal government to devolve the power to design and deliver training and 
labour market adjustment policies under employment insurance legislation. Finally, as not all 
individuals will be able to benefit from ALMAPs (for example, they may be too disabled to work), 
and because it will take time to develop these programs, the province must continue its traditional 


income-support regime. 


(12) We recommend that the province ensure that Ontario's self-regulatory bodies address the 
challenge of provincial recognition of the foreign credentials of immigrants. To this end, we 
recommend that the self-regulatory bodies be required to submit an annual progress report to be 
tabled in the legislature. In some cases, the province may also build on existing bridging or up- 
grading programs to involve employers, community groups and other stakeholders in the design 
of transitional programs to aid immigrants to enter the labour market. 


Panel on the Role of Government 73 


(13) | We recommend that the province, in conjunction with the federal government, eliminate 
barriers to individuals who seek to leave welfare and to re-join the workforce, by reducing high 
marginal effective tax rates (such as benefit clawbacks) for these individuals. The province should 
negotiate with the federal government to redesign the National Child Benefit program as well as 
federal and provincial tax credit regimes to reduce the disincentive to work. 


B. Revitalizing Cities 


(14) We recommend that the province develop appropriate fiscal arrangements to redress 
imbalances between revenues and responsibilities for Ontario’s major cities. 


(15) | We recommend that the province identify new revenue sources for municipalities. These 
could include a locally set fuel tax used in part to fund public transit, a hotel and motel 
occupancy tax and increased use of user fees that reflect the true cost (including the 
environmental cost) of water, sewage disposal and garbage collection. 


(16) We recommend that local governments assume full control over (and responsibility for) 
setting property tax rates. However, we recommend that the province limit variability between 
residential and non-residential property tax rates, such as by establishing tax rate bands, to 
moderate both the variability among municipalities and the impact of shifting tax burdens 
between residential and non-residential property classes. 


(17) | We recommend that Ontario enhance the powers of the Ontario Municipal Economic 
Infrastructure Financing Authority (OMEIFA) in order to encourage municipalities to make 
greater use of debt for long-term capital projects. OMEIFA should assist municipalities seeking 
aid in sourcing capital. 


(18) We recommend that Ontario develop a flexible approach to municipal jurisdiction. A 
number of the Panel’s members agree that this flexible approach may mean new levels of region- 
wide coordination that could include special purpose authorities (such as for coordination of 
transportation and land use) or governance structures (such as regional government). This 
approach should be based on the following principles: 


accountability and responsiveness of municipal governments; 


e transparency; 


fairness of the cost burden; 


capacity for the coordination of services; and 
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¢ respect for the role of non-elected public officials and clarity about the roles of 
politicians and staff 


We strongly recommend that the province commence the process of addressing this coordination 
issue immediately. 


(19) | We recommend that the province review municipal governance structures with a view to 
improving accountability and efficiency in larger cities. Areas for reform include the 
strengthening of executive powers and of the accountability of municipal officials (elected and 
non-elected) to the public through a clear demarcation of responsibilities, decision-making power, 
performance goals and greater transparency. 


(20) We recommend that Ontario, in full consultation and partnership with the mayors 
of its major cities/city regions, work quickly to negotiate and conclude a specific federal- 
provincial immigration agreement, as the federal government has done with other provinces. The 
accord should include a Provincial Nominee Program under which the province participates in 
the selection of immigrants. Further, the accord should attempt to procure federal settlement 
funding for Ontario that ensures levels, on a per immigrant basis, that are comparable to similar 
programs in Quebec. It is also our view that Ontario should clarify the roles and funding of the 
levels of government in settlement and seek greater control over settlement programs. Finally, 
Ontario should attempt to shift the focus of settlement programs beyond the initial stages of 
~ immigration towards confronting and resolving those barriers arising in the medium and longer 
term that impede full integration of immigrants into Ontario's economy and society. 


(21) We recommend the following to address the infrastructure gap facing Ontario’s 
munictpalities: 


e The province and municipalities should coordinate to produce medium and long-term 
multi-year plans for infrastructure investment with interregional elements. 


e There should be greater coordination of regulatory requirements for infrastructure 
programs at the federal, provincial and municipal levels of government (such as in the 
environmental area) to foster timely investment and long-term planning. 


e The province should implement strong guidelines and incentives to control urban sprawl, 
including the restriction of development to designated settlement areas, better use of 
development fees, increased incentives for brownfields development, support for public 
transit and greater integration of land use and transportation decisions. 


e = The province and municipalities should employ user fees for water and sewers, in order to 


more accurately reflect the costs, including the environmental consequences, of such 


infrastructure. 
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© The province should ensure that development charges are more efficiently priced. 


© The province should empower municipalities to levy fuel taxes and create the tax room to 
do so. Ideally, revenue from the fuel tax should, at least in part, be applied to the cost of 
public transit. 


(22) We recommend that the province take immediate action to address the urgent needs of a 
growing number of homeless Ontarians. The province must redouble its efforts to work with the 
federal government and municipalities in order to implement the existing national plan for 
affordable housing. This program should respect the incentives created for both tenants and 
developers to ensure that the stock of affordable housing is increased. Such action requires both 
demand-side (i.e., tenant) and supply-side (i.e., developer) initiatives. 


(23) We recommend that the province step up efforts to meet the physical and mental health 
needs of the homeless. This includes more extensive hospital and community-based mental health 
support, access to addiction services, and the establishment of a larger reserve of transitional and 
supportive housing for persons with mental health and addiction problems. 


(24) Westrongly advise against the reintroduction of rent-controls. 


GC. Enhancing Civic Engagement 


* (25) We recommend that the province build on educational programs to instill in Ontario's 
youth an appreciation for, and commitment to, community and public service. These programs 
can be tied to the civic engagement programs currently in place in the school system, described 
below, and could include lecture series by community leaders, placements or pro bono work with 
community organizations and a core curriculum based on the value of community and public 
service. These programs should be targeted to elementary and secondary school students and 
should be voluntary. These should be in addition to the current requirement that every student 
who begins secondary school must complete a minimum of 40 hours of community involvement 
activities in order to graduate. ; 


(26) We recommend that the province revitalize the committee system in the provincial 


legislature so as to enhance the spectrum of political views given voice in the development of 
legislation and regulations. 


(27) We recommend that the province build on its successful program for civic education in 
primary and secondary schools and extend the program to immigrants. 


(28) We recommend that the province strengthen its mechanisms for disseminating accessible 
and useful policy information to the public. This would include the dissemination of information 
via provincial freedom of information legislation, with appropriate attention given to legitimate 
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privacy concerns. As addressed in the discussion on Smarter Government, below, we also 
recommend increasing the accountability and information mechanisms surrounding the use of 
private actors in the provision of public services. 


(29) We recommend that the province continue to expand its use of information technology in 
providing access to information for citizens. 


(30) | We recommend that the province use caution with respect to internet voting as one 
method in a multi-channel approach to civic engagement. The government must ensure that 
security and reliability concerns and the varied distribution of internet access are addressed. 

(31) We recommend that direct democracy be used only where fundamental changes to the 
nature of Ontario's institutions, such as changes akin to constitutional decisions at the federal 
level, are being contemplated. Further, if referenda are to be used, we recommend that the 
province carefully structure the process so that it promotes informed, reflective and deliberative 
decision making by voters. 

(32) We recommend that new forms of deliberative democracy, such as citizens’ juries, play 
only a limited, well-defined and supplementary role in decision making. The province must be 
attentive to the issue of fair representation of all Ontarians in any such use of new forms of 


deliberative democracy. 


(33) | We recommend that prior to change, the province consult Ontarians on a wide range of 
‘potential reforms to representative democracy, such as: 


e changing the electoral system to some form of mixed member proportional representation, 
e revising municipal government (e.g., two-tiered government), 

e reform of the legislature (e.g., the committee system), 

e increasing the use of referenda or deliberative mechanisms, and 


e campaign finance reform. 
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PART IIT MAKING HARD CHOICES 


B. Fiscal, Economic and Environmental Policy 


(34) We believe that Ontario should focus tax reform on enhancing the human-capital society 
and making the system more efficient. A number of principles should guide Ontario tax policy, 


such as: 
e tax rates should be competitive at both a national and an international level in 


order to attract and retain mobile factors of production, like capital and skilled 
labour; 


e tax rates should be neutral across sectors of the economy, creating a broad tax 
base; 


e the tax system should be transparent so that taxpayers can hold public officials 
accountable for their taxation decisions; and 


e the tax system should be as minimally regressive as possible. 


We recommend that the province should explore a number of tax reforms over time, based 
on the above principles, paying particular attention to the following issues: 


e the competitiveness of Ontario's personal, corporate and capital tax rates; 
e the personal income surtax; 

e PST —-GST harmonization; 

e tax differentials between residential and non-residential property; and 


e the use of benefit taxes and user fees, such as in the cases of transportation and 
infrastructure. 


(35) | We recommend that Ontario seek a more transparent and non-discriminatory allocation 
of all federal transfers other than those received through the formal federal equalization program 
with a view to increasing Ontario’s share of these transfers. This may involve a shift to per capita 


federal funding for certain programs across all provinces (such as equal per capita funding of 
immigrant settlement programs). 


(36) We recommend that the province make existing subsidy programs more transparent and 
over time, phase-out most industrial subsidy programs. 
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(37) | We recommend that the province continue its role in assisting regional stakeholders in 
the identification and dissemination of information regarding new economic opportunities 
through initiatives like the Ontario Competitive City Regions Partnership. However, such 
initiatives should not be focused on generating wish-lists of investments or expenditures by other 


levels of government, beyond basic infrastructure and public services, and basic and applied 
research. 


(38) | We recommend that the province focus its economic development policy on broad-based 
tax relief and tax reforms, public investment in basic infrastructure, public investment in basic 
and applied research (including the commercialization of research) as exemplified by the Ontario 
Research and Development Challenge Fund, and on the promotion of education and skills 
development through investment in life-long education and its requisite institutional anchors, 
such as schools, universities, colleges and cities. 


(39) We recommend that the province ensure that those choosing to live in at-risk 
communities have access to strong public institutions, such as regional health centres, schools 
and community colleges, that offer comparable core services to metropolitan centres. However, 
the province should phase out regional economic development programs, such as the provision of 
subsidies and tax incentives to businesses, which risk promoting permanent government- induced 
dependency. 


(40) We recommend that the provincial government play an important role in providing 
young people and workers with regional labour market information, such as job-search and 
training program assistance, enabling them to make fully informed choices regarding future 
employment prospects. The province, in co-operation with the federal government, should 
consider providing appropriate transitional arrangements, such as those aimed at retraining for 
those willing to pursue opportunities beyond their home community. 


(41) | We recommend that the province adopt mandatory cost-benefit analysis as a feature of its 
promulgation of environmental regulations in order to facilitate better regulatory decisions by 
ensuring that the regulations are necessary and appropriate. In order to allay fears that a cost- 
benefit analysis may lead to a lack of regulation because of the inability to measure costs or 
benefits, the cost-benefit analysis should take into account both quantifiable and non-quantifiable 
costs and benefits (such as equity in the distribution of environmental risk). The development of 
such analyses should involve stakeholders and the results should be available to the public in 
order to enhance deliberation and restrain disproportionate influence by interest groups. 


(42) | Werecommend that the province rely to a greater extent on market-based instruments for 
regulating environmental issues. The instruments include environmental taxes on emissions and 
user fees (such as on water and sewer use), both of which force individuals to confront the costs of 
environmental harm and consumption. Further, the province should continue to work towards 
use of marketable pollution permits, such as in the area of air pollution. However, the province 
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must also take account of the accountability and democratic issues surrounding these 


instruments. 


(43) | We recommend that the province build on the existing tools for providing information to 
the public on environmental issues. The province should expand on its program for obtaining and 
disseminating information on emissions from particular facilities (such as under the air emissions 
and reporting regulations) and on the information provisions of the Environmental Bill of Rights. 
However, the province should review the content of, and the manner in which, the information is 
disseminated, taking into account, for instance, that individuals may overreact to information on 
environmental issues in instances when the risk is quite small and that individuals may find it 
difficult to understand, access or use this information. 


(44) | We recommend that the province articulate a clear and consistent policy for a reliable, 
competitively priced, fiscally prudent and environmentally sound electricity system. 


(45) We recommend that the government make the option of market-based pricing, with peak 
and off-peak rates, available to all electricity consumers to promote conservation and 
consumption shifting, being sensitive to the impact of such pricing on low-income users. Market- 
based pricing (as in natural gas, oil and gasoline) should also be pursued because taxpayers 
should not subsidize electricity consumption and production. We believe that such pricing will 
also make it more economically feasible to invest in renewable generation facilities, such as wind, 
biomass, and solar power, in the province. 


(46) We recommend that the province adopt measures to encourage greater private sector 
investment in the electricity sector in order to harness effective capital market scrutiny of 
generation investment. While we have differing views regarding the desirability of privatizing 
Ontario Power Generation, we believe that the private sector has an important role to play in the 
promotion of a competitively priced market for electricity supply and in diversifying risk rather 
than relying on decisions by a single dominant supplier. Creating such an environment will 
necessitate a reduction of OPG’s dominant position, irrespective of whether the company is 
publicly or privately owned. The province must also work to streamline and harmonize 
regulations between other governments where significant regulatory overlap exists, such as 
environmental assessments, to facilitate the construction of new generation facilities. 


(47) We recommend that the province undertake a comprehensive review of the costs, 
including the environmental and health costs, of different fuel sources so that these sources may 
be priced to reflect these costs. We further recommend that the results of the review be made 
widely available to the citizens of Ontario. With such information consumers should have the 
option of paying higher prices for renewable generation, if they wish to do so. We believe that 
such a review, in conjunction with market-based pricing and increased private sector 


participation, will serve as a strong impetus for promoting a more diverse supply mix and 
expanded use of renewable generation in Ontario. 
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(48) We recommend that the province work with the public and stakeholders to develop a plan 
for transmission grid maintenance and expansion, including the exploration of increased linkages 
with Quebec, Manitoba and neighbouring U.S. states. The province must also work to streamline 
and harmonize regulations between other governments where significant regulatory overlap 
exists, such as environmental assessments, to facilitate the construction of new transmission 
infrastructure. 


a Smarter Government 


(49) We recommend that the province adopt a mandatory, broad-based form of cost-benefit 
analysis when contemplating future regulation in order to facilitate better decision making. To 
increase transparency and fairness, such analysis should involve stakeholders. As advocated in 
Recommendation 41, the results should be made available to the public to enhance civic 
engagement in the development of public policy. The cost-benefit analysis should also encompass 
both quantifiable and non-quantifiable factors, such as equity in the distribution of risk. 


(50) We recommend that the province, to the extent feasible, identify and employ incentive- 
based forms of regulation, such as the user fees discussed for water and sewer use and tradable 
pollution permits. In addition, we recommend that regulated parties pay their fair share of the 
province's costs of regulation (such as the costs of the approval process and enforcement). 


(51) We recommend that the province also work to streamline and harmonize regulations 
between other levels of government where significant regulatory overlap exists, such as 
environment assessments. 


(52) We recommend that the government continue to pursue performance measures for 
ministries, agencies, and the broader public sector. In order to be effective, the performance 
measures should be consistent across the public sector and thus amenable to meaningful 
comparisons between public sector entities over time. Further, clear outcome measures that are 
relevant to consumers of public services should be developed. Performance results should be 
supplemented with further evaluation when there is uncertainty regarding the effects of a 
government program, such as whether it led to the results observed, and when the program fails 
to achieve the desired results. 


(53) We recommend the continued use of information technology for the dissemination of 
information on public programs to enhance transparency and accountability. 


(54) We recommend that Ontario develop a more deliberative approach to evaluating 
government performance, using cost-benefit analysis, with broader deliberation involving the 


public and stakeholders. 
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(55) We recommend that Ontario pursue further use of the private sector (both for-profit and 
not-for-profit sectors) in the delivery of public services through contracting out, P3s, 
privatization and deregulation. So long as effective public accountability mechanisms are in place 
(which ensure fidelity to public concerns), private for-profit and not-for-profit providers should be 
able to compete for the delivery of many public goods and services. 


(56) We recommend that the province adopt an independent review process to monitor its 
service delivery arrangements with the private sector in order to ensure that these arrangements 
provide demonstrable benefits over traditional public sector delivery. To increase transparency, 
the results of reviews should be made available to the public. 


(57) We recommend that the province take the following actions to ensure that Ontario is able 
to attract, retain and motivate a high quality and non-partisan public service: 


e Adopt measures to enhance public regard for, and appreciation of, Ontario’s public 
servants, such as initiatives designed to provide the public, media and politicians 
with a greater understanding and appreciation of the challenges public servants face 
and the contributions they provide. 


e Develop improved compensation programs for public servants, including the 
continued use and development of performance-based pay systems. Improved forms of 
compensation will assist in the recruitment and retention of a high-caliber public 
service. 


e Form effective partnerships with Ontario’s educational institutions, including 
student employment programs and on-campus recruitment, as a means of attracting 
new, young recruits into the public service. 


e Encourage employees to further their personal development through support for 
career-long learning, including support for individual learning; exchanges with 
private and broader public sector organizations; interjurisdictional contacts; and 
research sabbaticals/publishing. All of these initiatives will also contribute to 
enhanced policy development and program administration. 


e Provide more resources for flexible forms of organizational structures and 


compensation plans in order to facilitate horizontal policy development and program 
delivery. 


e Consolidate Ontario public service human resource functions into one entity to 


improve capacity, and invest in this entity responsibility for recruitment, retention, 
succession planning, knowledge transfer and career development. 
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¢ Support the public service in its critical roles of steward of the longer term and 
protector of the public good. Support can be in the form of resources dedicated to 
long-term planning, assuring appropriate knowledge transfer, greater emphasis on 
civil service innovation, and greater tolerance of risk taking and critical thinking. 


e Revise and modernize the Public Service Act, including making provisions for 
matters relating to political neutrality, public comment and whistle blowing. 


e Develop a definition of the future state of the Ontario Public Service in terms of its 
attributes, its profile and its role in supporting the government of the day and update 
the OPS common set of values in this context. 


(58) We recommend that the provincial government constitute a Strategic Planning Unit in 
the Cabinet Office. This entity would create policy making capacity at the centre of government, 
removed from the day to day operations of specific departments, and have a forward looking policy 
focus, mitigating the silo effects in government ministries and agencies and providing better 
integration of long-term policy initiatives. The Strategic Planning Unit would undertake a 
number of functions, such as reviewing government operations regarding the enhanced use of the 
private sector (both for profit and not for profit sectors) and adopting a framework for identifying 
and dealing with community restructuring for at-risk small, rural and remote communities. 


D. Health Care 


(59) | We recommend that the province seek enhanced federal funding of health care for Ontario 
and all other provinces. 


(60) | We recommend that the province ensure that it has a framework in place to undertake the 
necessary policy and monitoring functions. These functions include: 


e Auditing the quality of health care services in the province, including the development of 
new systems and measures to allow more sophisticated assessment of the system's ability 
to provide high quality care, timely access, equitable, reliable and efficient service and to 
respond to unpredictable events; 

e Providing recommendations on funding of and clinical practice guidelines for new 
technology (including treatments, equipment and drugs) based on the work of national 
bodies on the clinical and cost effectiveness of such technology; 


e Developing frameworks for the performance agreements, discussed below; and 


e Facilitating negotiations between the Ministry and the various provider groups. 
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We are not recommending the creation of an additional intermediary body in the health care 
sector at this time given the number of new bodies that have recently been constituted. Rather, 
the mandate of, for example, the Ontario Health Quality Council could be expanded provided that 
conflicts between standard setting and auditing functions can be addressed. The province should 
assess the operation of the existing organizations in five years time and if, at that time, there 
appears to be a gap or conflict in the operation of existing bodies, the province should consider 
whether a new agency is required. 


(61) We recommend that the province enter into multi-year performance agreements with 
various provider groups with funding for the groups tied to mutually agreed upon benchmarks. 
By entering into agreements with groups of institutions, community service providers or other 
providers, the province could reduce the “silo” effect of a lack of integration of service provision. 


(62) We recommend that the federal and provincial governments continue to work together 
and expand on joint initiatives to improve the collection and dissemination of health information, 
subject to appropriate safeguards for privacy. These initiatives to improve information should: 
e focus on the definition and timely collection of data on quality of care, health 
indicators (patient outcomes), accessibility of care and overall system performance; 


e develop information that individuals would find valuable for making health care 
choices, such as information on waiting lists by institution and information about 
individual physicians (such as waiting lists, volume of various procedures and 
outcomes); 


e develop better information for practitioners to use in the provision of care, such as 
care paths, drug interactions and prescribing patterns; and 


e ensure that such information, along with general health information, is readily 
available to Ontarians through sources such as the internet, electronic health records 
or Telehealth. 


(63) We recommend that the province establish an independent, non-partisan taskforce to 
explore demand-side incentives within the context of increasing revenue needs, rising 


expectations of the system and recognition of the potential distributional impacts of such 
incentives. 
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